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PROVIDING THAT CERTAIN PROVISIONS OF PUBLIC LAW 335 DATED 
OCTOBER 7, 1949, SHALL APPLY TO THE MERCEDES DIVISION OF 
THE LOWER RIO GRANDE REHABILITATION PROJECT, TEXAS 


Avcust 30, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Rocers of Texas, from the Committee on Interior and Insular 
Affairs, submitted the following 


REPORT 
[To accompany H.R. 10311] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H.R. 10311) providing that certain provisions of 
Public Law 335 dated October 7, 1949 (63 Stat. 724), shall apply to 
the Mercedes division of the lower Rio Grande rehabilitation project, 
Texas, having considered the same, report favorably thereon with 
amendment and recommend that the bill do pass. 

The amendment is as follows: 

Page 1, line 7, strike out the words “therein contained,” and insert 
in lieu thereof the words “contained in the Act of April 7, 1958,”. 


PURPOSE 


The enactment of H.R. 10311 by Mr. Kilgore would make certain 
provisions of the Rehabilitation and Betterment Act (63 Stat. 724) 
applicable to the Mercedes reclamation project and thereby permit 
the water users’ organization to use its own personnel and equipment 
to do portions of the construction work previously authorized. 


NEED 


Enactment of the legislation is urgently needed at this time because 
construction of the project is already underway. If the water users 
are to be permitted to do any part of this construction work, the author- 
ity therefor must be made available immediately. 
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2 REGARDING LOWER RIO GRANDE REHABILITATION PROJECT, TEXAS 
COST 


Enactment of H.R. 10311 will not result in any additional cost to 
the Federal Government. Asa matter of fact there should be a saving 
in cost to the Federal Government and certainly there would result a 
saving in cost to the water users’ organization. 


DISCUSSION 


The Mercedes division of the lower Rio Grande rehabilitation 
project in Texas was authorized by the Act of April 7, 1958, and the 
Hidalgo and Cameron Counties Water Control and Improvement 
District No. 9 executed a repayment contract dated July 18, 1958, 
for the return of the cost of the project. The district has indicated 
a desire to do a portion of the construction and rehabilitation work 
with its own personnel and equipment but the authorizing act con- 
tains no authority for such a procedure. Enactment of H.R. 10311 
would provide the needed authority. 

Under the procedure which this bill authorizes, the district could 
contract with the United States to do certain portions of the work 
and be reimbursed for the work performed. Designs and specifica- 
tions for the work to be undertaken by the district would be subject 
to prior approval of the Bureau of Reclamation and the work per- 
formed would be subject to Bureau inspection and acceptance. The 
Department of the Interior believes that this authority would allow 
the district to perform portions of the work more effectively and 
efficiently than would ordinarily be possible under usual Bureau of 
Reclamation contract procedures. 


COMMITTEE CONCLUSION AND RECOMMENDATION 


It seems to the committee that the procedure that would be au- 
thorized would be beneficial both to the Federal Government and to 
the water users’ organization and, therefore, the Committee on In- 
terior and Insular Affairs recommends that H.R. 10311 be enacted. 


DEPARTMENTAL REPORT 


The report of the Department of the Interior recommending enact- 
ment of H.R. 10311 is set out hereinafter. The clarifying amendment 
recommended by the Department was adopted by the committee. 


U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., July 21, 1960. 
Hon. Wayne N. ASPINALL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. Aspinauu: This responds to the request of your com- 
mittee for the views of this Department on H.R. 10311, a bill providing 
that certain provisions of Public Law 335 dated October 7, 1949 (63 
Stat. 724), shall apply to the Mercedes division of the lower Rio 
Grande rehabilitation project, Texas. 

This Department recommends the enactment of this bill. 
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The Mercedes division of the lower Rio Grande rehabilitation proj- 
ect, Texas, was authorized by the act of April 7, 1958. H.R. 10311 
would supplement the existing authorization by adding the authority 
contained in the last sentence of section 1 of the Rehabilitation and 
Betterment Act of October 7, 1949. The cr nce referred to provides 
as follows: 

“Such rehabilitation and betterment work may be performed by 
contract, by force-account, or, notwithstanding any other law and 
subject only to such reasonable terms and conditions as the Secretary 
of the Interior shall deem appropriate for the protection of the United 
States, by contract entered into with the organization concerned 
whereby such organization shall perform such work.” 

The addition of this sentence would permit the contracting repay- 
ment district for the Mercedes division to use its own personnel and 
equipment to do portions of the work authorized. The United States 
would reimburse the district in the same manner that it would pay 
a contractor for work performed. Designs and specifications for work 
to be undertaken by the district would be subject to prior approval 
of the Bureau of Reclamation and the work performed would be 
subject to Bureau inspection and acceptance. Repayment to the 
United States of such costs is assured under the repayment contract 
executed July 18, 1958, between the United States and the Hidalgo 
and Cameron Counties Water Control] and Improvement District 
No. 9, the contracting entity for the work performed in the Mercedes 
division, lower Rio Grande rehabilitation project, Texas. 

This authority would allow the district to perform portions of the 
work which it can do more effectively and efficiently than would ordi- 
narily be possible under usual Bureau of Reclamation contract pro- 
cedures and thereby be consistent with the objective of accomplishing 
work authorized as economically as practicable. 

This additional authority is also included in the authorization fo: 
the La Feria division, lower Rio Grande rehabilitation project, Texas, 
which was approved September 22, 1959. The Mercedes and La Feria 
divisions are in the same project and border each other. Thus the 
proposed bill would merely provide the Mercedes division the same 
option of local construction as has previously been accorded to the 
La Feria division. 

We have been advised that the additional authority afforded by 
this bill is desired by local interests in the Mercedes division. 

We would recommend that line 7 of the bill be amended in order 
to clarify its intent. In line 7 appear the following words “but sub- 
ject to the exceptions therein contained,”. We feel that the intent 
of the bill was rather as follows, and that it should be so amended: 
“but subject to the exceptions contained in the Act of April 4, 1958,’ 

The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
Frep D. AANDARL, 
Assistant Secretary of the Intervor. 
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CHENEY DIVISION, WICHITA FEDERAL RECLAMATION 
PROJECT, KANSAS 


Avcust 30, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Rogers of Texas, from the Committee on Interior and Insular 
Affairs, submitted the following 


REPORT 


[To accompany 8. 1092] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 1092) to provide for the construction of the 
Cheney division, Wichita Federal reclamation project, Kansas, and 
for other purposes, having considered the same, report favorably 
thereon with amendments and recommend that the bill do pass. 

The amendments are as follows: 

Page 2, line 6, strike out the word ‘‘Act” and insert in lieu thereof 
the word “‘Acts”’. 

Page 5, lines 16, 17, and 18, strike out all of section 9 and insert 
in lieu thereof the following: 


Sec. 9. There is hereby authorized to be appropriated 
for construction of the works authorized by this Act not to 
exceed $18,274,000, plus or minus such amounts, if any, as 
may be justified by reason of ordinary fluctuations in con- 
struction costs as indicated by engineering cost indices 
applicable to the types of construction involved herein. 


The companion bill in the House, H.R. 4606, was sponsored by 
Mr. Rees and was considered by the committee along with the Senate- 
passed bill. 

PURPOSE 


Enactment of S. 1092 would authorize construction by the Secretary 
of the Interior of the multiple-purpose Cheney division of the Wichita 
project, Kansas. ‘Through the regulation and storage of the flows of 
the North Fork of the Ninnescah River, the development would 
provide an urgently needed supplemental water supply for municipal 
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and industrial uses of the city of Wichita, a high degree of flood pro- 
tection in the Ninnescah Valley, and substantial fishing, hunting, and 
other recreational opportunities in an area where such opportunities 
are presently very limited. 

NEED 


Like many other urban areas of the Nation, the city of Wichita is 
experiencing a rapid and unprecedented expansion in population and 
industry which creates an ever-expanding need for water. ‘The city’s 
present supply is derived from wells in the Equus beds formation 
northwest of the city, an area that also serves over 200 other water 
users, including other municipalities and industries. This source of 
supply is already overtaxed and further withdrawal will result in 
lowering of the ground water table. At present the city of Wichita 
is prevented by litigation from the installation of additional wells in 
the area. Flows of the Ninnescah River constitute the only depend- 
able source of supply to meet the city’s future water needs. 

The Ninnescah Valley is plagued by recurring floods that sweep 
down the valley, causing extensive agricultural damage and loss of 
property and improvements. The flood control storage which would 
be provided by the Cheney Reservoir, although not providing com- 
plete protection to the valley because of the remaining uncontrolled 
South Fork, would nevertheless provide a high degree of protection 
to valley lands and improvements, reducing flood losses by an esti- 
mated 71 percent. Some 3,700 acres of agricultural land protected 
from floods could be irrigated from nonregulated flows of the South 
Fork of the Ninnescah River. 

Fishing, hunting, and other recreational opportunities in south- 
central Kansas are grossly inadequate to meet the needs of the people 
residing in that area. There is a demand for fishing and hunting 
opportunities of any type and large water areas with satisfactory 
outing sites for picnicking, swimming, and boating are urgently 
needed. The Cheney Reservoir would be extremely valuable in 
helping to meet these needs. 


PLAN OF DEVELOPMENT 


The proposed plan of development for the Cheney division has been 
coordinated with the plans of the city of Wichita. This would be a 
joint venture. The plans contemplate Federal construction of the 
Cheney Dam and Reservoir and related facilities, and the establish- 
ment of a wildlife management program on lands to be acquired for 
that purpose. The pipeline and pumping facilities necessary to 
deliver water from Cheney Reservoir to Wichita would be provided 
by the city under non-Federal financing. The Cheney Reservoir is 
planned for a controlled capacity of about 235,000 acre-feet. Of this 
capacity, approximately 145,000 acre-feet would be used for municipal 
and industrial water supply, 80,000 acre-feet for flood control, and 
10,000 acre-feet for fish and wildlife and sediment disposition. 

The city of Wichita has taken the necessary steps to acquire water 
rights to assure project operation in the manner contemplated. The 
city filed an application for the right to appropriate 52,640 acre-feet 
annually of the flows of the North Fork of the Ninnescah River. 
This application has been approved by the appropriate agency of the 
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State of Kansas, conditioned upon construction of the reservoir. It 
is contemplated ‘that the operation of the Cheney division would be 
transferred to the city pursuant to section 5 of S. 1092. Such transfer 
would be subject to agreements between the city and the Federal 
Government with respect to operation of the project for flood control 
and for fish and wildlife purposes. Operation of the flood control 
capacity would be in accordance with regulations established by the 
Corps of Engineers and in such manner as to assure maximum flood 
control benefits downstream. It is contemplated that the adminis- 
tration of the fish and wildlife features of the project and the recrea- 
tional facilities will be administered by an appropriate State agency 
under agreements with the Secretary of the Interior. 


FINANCIAL ASPECTS 


The Cheney division, which is the Federal development, is estimated 
to cost about $18,274,000. Of this amount, $7,022,000 is tentatively 
allocated to municipal and industrial water supply, $4,598,000 to 
fish and wildlife, $6,350,000 to flood control, and $304,000 to recrea- 
tion. The city of Wichita would be required to enter into a contract, 
prior to commencement of construction, for repayment with interest 
in a 40-year period of the amount allocated to municipal water supply. 
If the allocated amount of $7,022,000 is adjusted to include interest 
during construction and credit to the city for funds contributed for 
project investigations and for capitalized ‘Operation and maintenance 
costs for flood control, since the city would operate and maintain the 
reservoir, the amount which the city would be required to repay with 
interest is estimated to be $7,144,000. The allocations to flood con- 
trol, fish and wildlife, and recreation would be nonreimbursable. 

In addition to paying its portion of Federal construction costs of 
the project, the city of Wichita on its own and at its own expense 
would provide all pipelines, pumping plants, and related facilities to 
deliver project water to the city. The estimated cost of these works is 

7,650,000 and the committee understands that the city has completed 
all necessary arrangements to finance the construction of these works. 
Thus, it may be seen that the total project costs amount to about 
$25,9: 24,000 of which the city of Wichita will pay almost $15 million 
or some 58 percent. 

The annual economic costs of the Cheney division would total 
$537,400 compared with annual equivalent total benefits of $1,589,500, 
to give a benefit-cost ratio over a 100-year period of analysis of 2.96 
to 1. From an economic standpoint, therefore, it is clearly evident 
that the Cheney division is an excellent and meritorious project. 


LOCAL INTEREST AND COOPERATION 


Close cooperation between the city of Wichita and the Bureau of 
Reclamation in the planning of this project was absolutely essential 
since it involved a joint undertaking. Throughout investigation of 
the Wichita project, the city has actively cooperated and has evi- 
denced a sincere intent and interest in securing project development. 
The city contributed $50,000 toward Federal investigation costs, and 
consultation was provided throughout by city officials and the city’s 
consulting engineers. At the same time, the city went forward with 
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the planning of its part of the development. The city has already 
secured authority by vote of the electorate to issue revenue bonds 
for construction of the pipeline and pumping facilities and to contract 
with the United States for repayment of that part of the Federal 
project allocated to municipal and industrial water supply. The city 
also has acquired the necessary water rights for project operation. 
The project has the wholehearted support of the State of Kansas and 
adjoining States. It apparently has the support of every civic, busi- 
ness, labor, or other organization in the area that has considered it, 
and it has been approved by five separate city commissions since it 
was first recommended in 1952 by the city’s consulting engineers. 


COMMITTEE AMENDMENT 


The committee amended section 9 of S. 1092 to place a limitation 
of $18,274,000 on the amount authorized to be appropriated for con- 
struction of the Cheney division. This has been the practice and 
policy of the committee in the past on reclamation projects. The 
amount would be subject to increases or decreases warranted by 
changes in price levels applicable to the type of construction involved 
in this project. 


COMMITTEE’S CONCLUSIONS AND RECOMMENDATION 


The committee held detailed hearings on the proposed development 
and concludes that the Cheney division is engineeringly feasible and 
economically justified. The provisions in S. 1092 with respect to 
construction and operation of the project and with respect to the allo- 
cation of costs are consistent with present law and policy relating to 
this type of project. The project needs are of an urgent nature and 
the committee believes that authorization at this time is justified. 
Therefore, the Committee on Interior and Insular Affairs recommends 
enactment of S. 1092. 


DEPARTMENTAL REPORTS 


On July 6, 1959, the Secretary of the Interior submitted to the 
Congress his planning report on the Cheney division in which he rec- 
ommends authorization and construction of the project. This report 
has been printed as House Document 198 of the 86th Congress. 
The Department’s report on the legislation dated August 6, 1959, is 
also favorable. This report on H.R. 4606, the House companion bill 
to S. 1092, recommending enactment of the legislation is set out herein- 
before. The amendments recommended by the Department are 
incorporated in the Senate bill. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., August 6, 1959. 
Hon. Warne N. AsprINna.t, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. AspiInati: This responds to your request for the views 
of this Department on H.R. 4606, a bill to provide for the construc- 
tion of the Cheney division, Wichita Federal reclamation project, 
Kansas, and for other purposes. 
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We recommend that the bill be enacted and that it be amended in 
the manner hereinafter set forth. 

H.R. 4606 would authorize the construction of the Cheney division 
of the Wichita project, Kansas, consisting of Cheney Dam and Reser- 
voir and related facilities near Cheney, Kans., on the North Fork of 
the Ninnescah River. Our planning report on the Cheney division 
was transmitted to the Speaker of the House on July 6, 1959, and was 
referred to your committee. 

The multiple-purpose development of the Cheney division would 
provide a needed supplemental water supply for municipal and 
industrial uses in the city of Wichita, Kans. Through the regulation 
and storage of the flows of the North Fork of the Ninnescah River, it 
would also provide fish and wildlife and recreational opportunities, 
substantial flood control benefits, and permit irrigation of limited 
tracts of suitable lands by minimizing downstream flooding. 

The proposed plan of dovelopuient Yas been coordinated with plans 
of the city of Wichita. The city contributed funds to the Bureau of 
Reclamation to expedite its investigations of that division of the 

roject. The plan contemplates Federal construction of the Cheney 

am and Reservoir and related facilities, and the establishment of a 
wildlife management program on lands to be acquired for that purpose. 
Under the terms of the bill, the city would be required to enter into 
a contract, prior to commencement of construction, for repayment 
with interest of the share of the capital costs of the dam and reservoir 
allocated to municipal water supply. The pipeline and pumping 
facilities necessary to deliver water from Cheney Reservoir to Wichita 
would be provided by the city under non-Federal financing. 

Cheney Reservoir is presently planned for a controlled capacity of 
about 235,000 acre-feet. Of this capacity approximately 145,000 
acre-feet are expected to be used for mania and industrial water 
supply, 80,000 for flood control, and 10,000 for fish and wildlife and 
sediment deposition. 

On January 20, 1956, the city of Wichita filed an application for the 
right to appropriate 52,640 acre-feet annually of the flows of the North 
Fork of the Ninnescah River. We understand that the Division of 
Water Resources of the Kansas State Board of Agriculture has 
approved this application upon condition that construction of the 
reservoir be commenced by December 1, 1960. 

To provide Wichita’s estimated water requirements over the period 
1960-2010, operation of the proposed reservoir would be integrated 
with the operation of the city’s wells in the Equus beds and in the 
Arkansas River alluvium. Reservoir operation would also provide 
essentially full control of floods at the damsite and, although no 
specific storage capacity would be required for irrigation, the mini- 
mizing of downstream flooding through operation of the reservoir 
would permit irrigation of about 3,700 acres of land in tracts suscep- 
tible to individual or group development. 

The bill provides for maintenance of a minimum pool of 10,000 
acre-feet in the reservoir for fish and wildlife purposes, and for the 
acquisition of about 2,500 acres of land for a wildlife management 
—. The fishery benefits would be of regional significance, and, 

ecause the reservoir area would be of particular value in connection 
with the national migratory bird management program, the waterfowl 
benefits would be of national significance. It is contemplated that 








6 WICHITA FEDERAL RECLAMATION PROJECT, KANSAS 


certain project lands and waters would be made available for manage- 
ment of fish and wildlife resources by the Kansas Forestry, Fish, and 
Game Commission in accordance with sections 3 and 4 of the Fish and 
Wildlife Coordination Act. The fish and wildlife benefits of the 
prpiect have been evaluated at $290,000 annually. 

he Corps of Engineers considers that average annual flood control 
benefits in the amount of $357,000 can be realized if 80,000 acre-feet of 
the storage capacity in the proposed reservoir are operated for maxi- 
mum benefits downstream from the reservoir site to the mouth of the 
Ninnescah River. The proposed plan of development provides for 
such storage capacity in Cheney Reservoir, and operation of its flood 
control capacity would be in accordance with regulations established 
by the Corps of Engineers to assure the desired protection. 

The bill provides for development of minimum basic recreation 
facilities at and near the Cheney Reservoir, the cost thereof to be 
nonreimbursable, subject to making suitable arrangements for their 
administration by a State or local agency. Additional recreation 
facilities not appropriate for Federal construction would have to be 
provided with non-Federal funds. Benefits accruing from public use 
of the proposed recreation facilities, it is estimated, would average 
about $33,000 annually. 

On the basis of October 1958 prices the construction cost of the 
Cheney division is estimated to be about $18,274,000. Of these costs 
about $7,022,000 would be allocable to municipal and industrial water 
supply, $4,598,000 to fish and wildlife, $6,350,000 to flood control, and 
about $304,000 to recreation. 

Construction of the multipurpose Cheney division is engineeringly 
feasible. The evaluated annual total and direct benefits both exceed 
the estimated annual costs in a ratio of more than 2.5 to 1 on the basis 
of a 100-year period of analysis. If direct benefits only are considered 
for a 50-year period of analysis the ratio would be about 2.28 to 1. 

Section 5 of the bill provides that, if operation and maintenance of 
the project works should be transferred to the city, that portion of 
the operation and maintenance costs which is attributable to flood 
control and fish and wildlife may be capitalized and an appropriate 
adjustment made in the amount to be returned by the city. As is 
hereinabove indicated, it is presently contemplated that the adminis- 
tration of the fish and wildlife features of the project would be 
administered by an appropriate State agency. In this event, there 
would be no basis for making any adjustment in the obligation of the 
city on account of the operation and maintenance costs attributable 
to fish and wildlife. We note that the permissive character of the 

rovision will permit the making of such adjustments only as are 
justifiable. Present estimates indicate that the capitalized value of 
the operation and maintenance costs attributable to flood control 
would amount to about $120,000. The bill provides also that upon 
completion of payment by the city of Wichita of the amount allocated 
to municipal and industrial water supply, with interest, it shall have 
a permanent right to the use of the portion of the storage space in the 
reservoir which is allocable to municipal and industrial water supply 
purposes. 

In order that the language in the authorizing legislation may be 
consistent with the proposed plan of development and administration 
of the fish and wildlife resources of the Cheney Reservoir area as 
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heretofore indicated in this report and in our planning report, we 
recommend that the bill be amended by adding, after line 19, page 4, 
a new sentence at the end of section 6 which shall read substantially 
as follows: 

“Appropriate portions of the project area may be made available 
by the Secretary of the Interior to the Kansas Forestry, Fish, and 
Game Commission for fish and wildlife management as provided in 
sections 3 and 4 of said Act.” 

We suggest, also, that the reference in lines 6 and 7, page 4, to 
“the Act of August 14, 1946 (60 Stat. 1080), as amended” be amended 
to read “the Fish and Wildlife Coordination Act (48 Stat. 401, as 
amended, 16 U.S.C., sec. 661, et seq.)”, thereby referring to that act 
by its statutory title. 

A statement of personnel and other requirements that enactment 
of the bill may entail is attached in accordance with the provisions of 
Public Law 801, 84th Congress. 

The Bureau of the Budget has advised that, while it would have no 
objection to the submission of such report as we deem appropriate, it 
would recommend (1) that the bill be amended to include a provision 
requiring the city of Wichita to repay within 50 years, with interest, 
57.6 percent of the cost of Cheney Dam and Reservoir, and (2) that 
action on the bill be deferred until the Congress has had an oppor- 
tunity to consider an act upon the flood control cost-sharing bill 
which has been introduced in the Senate as S. 2060. 

Sincerely yours, 
Frep G. AANDAHL, 
Assistant Secretary of the Interior. 
Estimated additional man-years of civilian employment and expenditures for the first 


4 years of proposed new or expanded programs 


| Fiscal year | Fiscal year | Fiscal year | Fiscal year 























| 1960 total | 1961 total | 1962 total | 1963 total 
Estimated additional man-years of civilian employ- 
ment: | | 
Executive direction: | 
INN <ttnnkantoun<usncedduiunsnktimscnaes 1 | 1| 1| 1 
cr dh eet a ae deta ati ata 1 | 1 1} 1 
oii Statin dedadindtwakesacten 1 | 1 | 1 1 
Total, executive direction. -...............-- 3 3 3 3 
Administrative services and support: 
POE sc ceinnatnctinnn secbeces ational atonleiaicpih 1 1 1 1 
CE icdeaicuhvesaasennsnnicinctena 2 3 3 3 
Property management. - -. - 1 1 1 1 
Records maintenance - -- --- 0 1 1 1 
Total, administrative services and support _- 4 6 | 6 | 6 
Substantive (program): | | 
I i ae 3 | 6 | 3 1 
SONNE OOD. sins cccannintn ciimniunnewtliy 14 19 | 21 | 16 
SED ccctbecdpicetnoke edundcsesindnuooem | 12 | 24 | 26 | 23 
ee ee ee 29 | 49 | 50 40 
Total, estimated additional man-years of | | : : 
civilian employment 3 36 58 59 49 
Estimated additional expenditures: - 
Personal services ............-- ae ‘ fg $240, 000 $380,000 | $387,000 $320, 000 
ME i ccnnurdcinteus icici oe 660, 000 5, 609, 000 7,043,000 |} 3,515, 961 
Total, estimated additional expenditures__....__- 906, 000 5, 989, 000 7,430,000 | |! 3,835, 961 





1 $119,039 cost to June 30, 1958, 
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WESTERN DIVISION OF THE DALLES FEDERAL RECLA- 
MATION PROJECT, OREGON 


Avevust 30, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Rogers of Texas, from the Committee on Interior and Insular 
Affairs, submitted the following 


REPORT 


[To accompany S. 2195] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 2195) to authorize the Secretary of the Interior to 
construct, operate, and maintain the western division of The Dalles 
Federal reclamation project, Oregon, and for other purposes, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill do pass. 

The amendments are as follows: 

Page 2, line 19, after the word ‘‘fund’’, insert the following: 


within a 50-year period from the date of the first delivery of 
water from the facilities authorized by this legislation 


Page 4, lines 3, 4, and 5, strike out all of section 3 and insert in lieu 
thereof the following: 


Sec. 3. There is hereby authorized to be appropriated for 
construction of the works authorized by this Act not to 
exceed $6,000,000, plus or minus such amounts, if any, as 
may be justified by reason of ordinary fluctuations in con- 
struction costs as indicated by engineering cost indices 
applicable to the types of construction involved herein. 


The companion bill in the House (H.R. 7390) was introduced by 
Mr. Ullman and was considered by the committee along with the 


Senate-passed bill. 
PURPOSE 


Enactment of S. 2195 would authorize the Secretary of the Interior 
to construct, operate, and maintain the western division of the Dalles 
Federal reclamation project, Oregon. The western division is an 

57006 














2 DALLES FEDERAL RECLAMATION PROJECT, OREGON 


urigation project designed to provide a firm water supply to 5,420 
acres adjacent to the city of The Dalles by pumping from the Columbia 
River. 

NEED 


A portion of the project area now receives a partial irrigation water 
supply by pumping from ground water or by diverting intermittent 
streamflows. The available supplies are inadequate, however, and 
in recent years excessive pumping has resulted in an alarming drop in 
the ground-water table and the Oregon State engineer has declared 
The Dalles to be a critical ground water area. Ground-water pump- 
ing is no longer reliable, and a new source of water must be obtained 
or the existing valuable orchard economy will be lost. 


DESCRIPTION OF THE PROJECT 


The western division of the Dalles project is located on the Oregon 
side of the Columbia River in Wasco County in north central Oregon. 
The project area consists of 5,420 acres of orchard and intervening 
lands at elevations of between 200 and 1,200 feet. Of the total acres, 
some 2,340 now receive a partial irrigation water supply, and the 
remaining 3,080 are not now irrigated. 

The proposed plan of development would utilize flows of the nearby 
Columbia River to provide a full irrigation water supply to the dry 
lands and supplemental water to the lands now receiving an inadequate 
supply. 

The soil and climatic characteristics of the Dalles area are particu- 
larly suitable for fruit production. Sweet cherries are the principal 
crop. Apricots and peaches are also grown. With the additional and 
firm water supply which the project would make available it is ex- 
pected that cherries will be gorwn on more than 75 percent of the 
total irrigated area and that 90 percent or more of the area will be in 
fruit production. 

The project works would consist of a main pumping plant, booster 
and relift pumping plants, equalizing reservoirs, pipe distribution and 
drainage systems, and electrical facilities to utilize power from the 
existing power system of the Bonneville Power Administration to 
pump water from the Columbia River and place it on the project 
lands. 

The proposed plan of development is engineeringly feasible and 
economically justified. Analyzed over a 60-year period, the benefits 
exceed the costs, on an annual basis, in a ratio of 2.55 to 1. 

The total estimated cost of the western division is $5,649,000. 
I. xcept for about $18,000 for a fish screen at the main pumping plant, 
the total amount is allocated to irrigation and is reimbursable. Eco- 
nomic studies indicate that the irrigators can repay the annual cost of 
operating and maintaining the project and, in addition, $2,550,000 
toward the reimbursable capital cost in a 50-year period, following a 
10-year development period. The remaining $3,081,000 of the reim- 
bursable cost would be returned, under the provisions in this bill, 
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from surplus revenues derived from power marketed by the Bonne- 
ville Power Administration. 


COMMITTEE’S CONSIDERATION 


Detailed hearings were held on the legislation on June 13, 1960, by 
the Subcommittee on Irrigation and Reclamation and, during the re- 
cent recess of the Congress, the chairman of the subcommittee made 
an on-the-ground inspection of the project area. 


COMMITTEE’S AMENDMENTS 


The committee amended S. 2195 in two respects. Section 2(b) 
was amended to place a 50-year limit on the time for repayment of 
the costs of the project which are to be repaid from power revenues 
of the Bonneville Power Administration. Financial studies of the 
Bonneville Power Administration indicate that surplus revenues 
necessary to accomplish this requirement will be available. 

The committee also amended section 3 of S. 2195 to place a limita- 
tion of $6 million on the amount authorized to be appropriated for 
construction of the Cheney division. This has been the practice and 
policy of the committee in the past on reclamation projects. The 
amount would be subject to increases or decreases warranted by 
changes in price levels applicable to the types of construction involved 
in the project. 


COMMITTEE’S CONCLUSION AND RECOMMENDATION 


Based upon its hearings and studied consideration of this project, 
the committee concludes that the western division of the Dalles proj- 
ect is engineeringly feasible and is an excellent project from an eco- 
nomic standpoint. There is an urgent need for immediate authoriza- 
tion and construction because of the critical underground water 
situation existing in the area. Unless additional water supplies are 
made available at an early date, valuable orchards existing in the 
area will be lost. Therefore the Committee on Interior and Insular 
Affairs recommends that S. 2195 be enacted. 


DEPARTMENT'S REPORTS 


The planning report of the Secretary of the Interior, demonstrating 
feasibility of the western division of the Dalles project and recom- 
mending its authorization and construction, was submitted to the 
Congress on June 21, 1960, and has been printed as House Document 
No. 431, 86th Congress. The report of the Department of the 
Interior on H.R. 7390, the House companion bill to S. 2195, recom- 
mending enactment of the legislation, is set out hereinafter. The 
amendment recommended by the Department is incorporated in the 
Senate bill. 
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U.S. DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., June 24, 1960. 
Hon. Wayne N. ASPINALL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. Aspina.t: This responds to your request for the views 
of this Department on H.R. 7390, a bill to authorize the Secretary of 
the Interior to construct, operate, and maintain the western division 
of the Dalles Federal reclamation project, Oregon, and for other 
purposes. 

This Department recommends enactment of this legislation, if it is 
amended as suggested herein. 

The western division of the Dalles project, Oregon, consists of 5,240 
irrigable acres adjacent to the city of The Dalles which is on the south 
bank of the Columbia River in Wasco County in north central 
Oregon. The development proposed by H.R. 7390 is, except for 
screens at the main pumping plant to protect fish, wholly for irrigation. 
Of the total acreage, some 2,340 acres now receive, in varying degrees, 
a partial irrigation water supply, and the remaining 3,080 acres are 
nonirrigated. The proposed plan of development is designed to 
provide a full water supply to all lands by pumping from the Columbia 
River. We believe that the proposed plan of development is engineer- 
ingly and economically justified, as is set out in our project planning 
report being submitted to the Congress. 

The Dalles is a semiarid area with an average annual precipitation 
of a little over 15 inches, of which 75 percent falls during the winter 
months. An irrigation water supply is required to realize the agri- 
cultural potential in the project area. 

In the presently irrigated area, inadequate supplies are now obtained 
by pumping from ground water or by diverting intermittent stream- 
flows. In recent years excessive pumping has resulted in an alarming 
drop in the ground-water table, and the Oregon State engineer has 
declared The Dalles to be a critical ground-water area. Ground-water 
pumping is no longer reliable and a new source of water must be 
obtained to maintain and expand the existing economy. The adja- 
cent Columbia River provides an unlimited source of such water. 

The project works would consist of a main pumping plant, booster 
and relift pumping plants, equalizing reservoirs, enclosed pipe distri- 
bution and lateral systems, drainage facilities, and electrical facilities 
to transform and transmit pumping power obtained from the existing 
the Dalles substation of the Bonneville Power Administration. Water 
would be delivered under pressure for irrigation by sprinklers. 

The total estimated cost, based on January 1959 prices, is $5,649,000. 
This includes an amount of $51,000, which is an assigned cost from 
the existing Bonneville Power Administration substation facilities. 
Also included is $17,600 which is the estimated cost of the fish screen 
at the main pumping plant. 

Annual operating costs are estimated at $90,700. This consists of 
$56,500 for operation and maintenance of irrigation facilities, $25,700 
for pumping power, $6,800 for replacements, and $1,700 for operation 
and maintenance of the fish screen. It is assumed that the power and 
energy for irrigation pumping will be made available at rates not to 
— the cost of such power and energy generated at the Dalles 
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All costs except the $17,600 capital cost and $1,700 annual operating 
cost for the fish screen are allocated to irrigation and are reimbursable. 
The fish screen costs would be nonreimbursable. 

Farm budget studies demonstrate that the irrigators probably could 
repay the annual operation, maintenance, replacement, and power 
costs and $2,550,000 toward the $5,631,400 reimbursable capital costs 
in a 50-year period following a 10-year ‘development period. The re- 
maining portion ($3,081,400) of the reimbursable cost, we feel, should 
be returned from surplus revenues derived from power marketed by 
the Bonneville Power Administration. Those surplus revenues would 
be available only after the payout requirement of each power facility 
has been met. Studies demonstrate that the aid from power required 
would be but a very small portion of the surplus revenues from exist- 
ing plants that could be made available from the Bonneville Power 
Administration system during the 50-year repayment period for the 
western division. 

We, therefore, recommend that the bill be amended by striking out 
the sentence beginning on line 16, page 2, of the bill with the words 
“All construction costs * * *” and inserting in its place the following: 

“Costs allocated to irrigation in excess of the amount determined 
by the Secretary to be within the ability of the irrigators to repay 
within a fifty-year period shall be returned to the reclamation fund from 
net revenues derived by the Secretary of the Interior from the dis- 
position of power marketed through the Bonneville Power Adminis- 
tration, which are over and above those required to meet any present 
obligations assigned for repayment from such net revenues.” 

The soil and climatic characteristics of the Dalles area are particu- 
larly suitable for fruit production. Sweet cherries and other soft 
fruits are now the predominant crops and will continue to be with the 
proposed development. With the additional and firm water supply 
to be made available, it is expected that cherries will be grown on 
4,120 acres, or 76 percent of the division area. Other fruits, such as 
peaches and apricots and specialty crops, will be grown on the major 
portion of the remaining division lands. 

Without a dependable water supply there will be a continued de- 
crease in the present irrigated acreage inthe area. The potential 
development would not only stop this adverse trend but permit expan- 
sion of irrigation. The local farmers and landowners recognize these 
alternatives and have expressed not only strong support for the de- 
velopment but alarm at the continuing worsening water supply situa- 
tion. They have recently formed the Dalles improvement district 
for the purpose of contracting with the Federal Government. On 
numerous occasions they have ‘urged quick action so that the division 
might be approved and construc ‘ted as soon as possible. 

In addition to local support and probability of the return of all 
reimbursable costs through the payments made by the water users and 
financial assistance from power revenues, studies show that the bene- 
fits will exceed the costs. The benefit-cost ratios based on 60- and 
50-year periods of analysis are, respectively, 2.55 to 1 and 2.38 to 1. 
The economic life of the division is considered to be 60 years, which is 
the estimated useful life of the pipelines. 

To eliminate the need for making an annual appropriation to cover 
the nonreimbursable operation and maintenance costs of $1,700 for 
the fish screen, it is proposed that the capital repayment by the 
water users be ‘adjusted downward by $1,700 annually over the 60- 
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year development and repayment period and that the water users in 
turn operate and maintain the fish screen. This adjustment in the 
annual repayment would be subject to consummation of a written 
agreement between the United States and The Dalles Improvement 
District under which the district could be required to operate and 
matitain the fish screen during the development and repayment period 
in a Manner satisfactory to the Secretary of the Interior. 

A statement of the information called for by Public Law 801, 84th 
Congress, is attached. 

The Bureau of the Budget has advised us that, while there would be 
no objection to the submission of such report as we deem appropriate, 
that Bureau would recommend that action on H.R. 7390 be deferred 
until the Congress establishes by law a Pacific Northwest or Columbia 
Basin account, or as an alternative, that the reimbursable costs of the 
western division, the Dalles project, which are beyond the repayment 
capacity of the water users to repay within 50 years, exclusive of any 
permissible development period, be borne by the Federal Government 
as a contribution to irrigation. In the latter case, the Bureau of the 
Budget believes language stating the maximum amount of such con- 
tribution should be incorporated in the authorizing legislation. 

Sincerely yours, 
Royce A. Harpy, 
Assistant Secretary of the Interior. 


Estimated additional man-years of civilian employment and expenditures for the 1st 
5 years of proposed new or expanded programs 
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1 No additional personnel will be required as completion of projects now under construction coincides 
with initiation of construction of this project. 


86TH CoNGRESS HOUSE OF REPRESENTATIVES aged 
2d Session No. 220 


——d 


VALIDATING PAYMENTS MADE FOR CERTAIN EMER- 
GENCY CONSERVATION MEASURES 


Aveaust 30, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Cootey, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany 8. 2761] 


The Committee on Agriculture to whom was referred the bill (S. 
2761) to validate payments made for certain emergency conservation 
measures under the program authorized by the Third Supplemental 
Appropriation Act, 1957, having considered the same, a 
thereon without amendment and recommend that the bill do pass. 


PURPOSE 


The purpose of this bill is to clarify congressional intent with respect 
to certain emergency conservation payments authorized in the Third 
Supplemental Appropriation Act, 1957, which has been construed by 
the General Accounting Office in a manner different from the under- 
standing and intent of the Congress and the Department of Agricul- 
ture. A full explanation of the need for the legislation is contained 
in the Senate report on the bill which is appended hereto and made a 
part of this report. 


[S. Rept. 1862, 86th Cong., 2d sess.] 


The Committee on the Judiciary, to which was referred the bill 
(S. 2761) to validate payments made for certain emergency conserva- 
tion measures under the program authorized by the Third Supple- 
mental Appropriation Act, 1957, having considered the same, reports 
favorably thereon, without amendment, and recommends that the 
bill do pass. 
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PURPOSE 


The purpose of the bill is to provide that payments which have 
heretofore been made under the program authorized by the Third 
Supplemental Appropriation Act, 1957, under the item entitled 
“Emergency Conservation Measures, Agricultural Conservation Pro- 
gram Service,” for emergency conservation measures carried out 
between January 1, 1956, and June 21, 1957, shall, if otherwise proper, 
not be considered invalid by reason of the fact that they were made 
for measures carried out prior to the enactment of said act. 


STATEMENT 


The Department of Agriculture favors enactment of this bill. 
The Department of Agriculture in its report to the committee on 
the bill has commented that: 


The payments involved were made to farmers for carrying 
out emergency conservation measures in the Milton-Free- 
water area of Oregon which had been declared a disaster area 
due to a freeze which destroyed their orchards, subjecting 
the land to severe soil erosion. These were made under the 
program authorized in the Third Supplemental Appropria- 
tion Act, 1957 (Public Law 85-58), which contained an item 
for ‘ ‘Emergency Conservation Measures,” in the amount of 
$4 million, to remain available through June 30, 1958, as 
‘“‘an additional amount to enable the Secretary to make pay- 
ments to farmers who carry out emergency conservation 
measures to control wind erosion on farmlands or to rehabili- 
tate farmlands damaged by wind erosion, floods, hurricanes, 
and other natural disasters * * *.” 

The Department took the position that although the dis- 
aster creating the conservation problem and the perform- 
ance of the conservation work by farmers in the affected 
areas took place prior to the approval of the act, authoriza- 
tion for cost-sharing payments for these measures was in ac- 
cordance with the intent of Congress. The Department was 
of the opinion that Public Law 85-58 was in the nature of a 
supplemental appropriation, provided funds for certain 
specified purposes as an addition to those appropriated or 
authorized, and that the funds were provided for the same 
period as those under the regular appropriation act. 

The Comptroller General of the United States in a decision 
(B-140442) rendered November 24, 1959, has held that 
Public Law 85-58 created a separate and distinct program, 
subject to entirely different conditions, and therefore did 
not authorize payments for emergency conservation meas- 
ures carried out prior to the date of its enactment. The 
general effect of this decision was to declare the payments 
made under Public Law 85-58 prior to its enactment on 
June 21, 1957, to have been made without legal authority. 
How ever, the Comptroller General stated that he would not 
require recovery from farmers who received otherwise proper 
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payments for emergency conservation measures carried out 
subsequent to July 1, 1956, the first day of the 1957 fiscal 
year. This was based on the length of time which had 
elapsed since the payments had been made and the fact 
that the payments were made in accordance with regulations 
issued by the Department which neither the officials making 
the payments nor the farmers receiving them had any 
reason to believe were not proper. 

The Comptroller General further stated that in the light 
of the reported fact that the farmers who received payments 
for measures performed prior to July 1, 1956, were innocent 
of any wrongful intention, he would not object to holding 
collection action in abeyance during the next session of 
Congress if legislation was desired which would validate 
the payments. The proposed bill, S. 2761, would validate 
these payments. 

In view of the foregoing circumstances, it appears that 
legislation is needed to provide equity of treatment of farmers 
similarly situated with respect to damage to their lands who 
carried out emergency conservation measures during the 
period questioned by the Comptroller General. The pro< 
posed bill would provide for such treatment by validating 
the payments for such measures. Therefore, the Depart- 
ment recommends enactment of the bill. 


The Comptroller General of the United States has advised the 
committee as follows: 


The bill proposes to validate payments heretofore made 
under the emergency conservation program authorized by 
the Third Supplemental Appropriation Act, 1957, for 
emergency conservation measures carried out between 
January 1, 1956, and June 21, 1957, the date of enactment 
of said act. By our decision of November 24, 1959, the 
B-140442, copy attached, we held that the program estab- 
lished by the cited act did not authorize payments for 
measures carried out or expenses incurred prior to June 21, 
1957, the date of its enactment. However, in view of the 
equities involved, we stated that we would not require re- 
covery of payments made to the farmers in accordance with 
the regulations issued by the Department of Agriculture 
which were retroactive to July 1, 1956. We also stated that 
we would not object to holding in abeyance collection 
action on payments made prior to July 1, 1956, if the De- 

artment of Agriculture desired to request validating 
egislation. S. 2761 was introduced to validate all payments 
made prior to June 21, 1957, the effective date of the Third 
a lemental Agoropelasian Act, 1957. 

1e question of whether the payments here involved 
should be validated is a matter of policy for consideration 
by the Congress. However, the language of S. 2761 is 
adequate to accomplish its purpose and we have no objection 
to its enactment. 
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In introducing the bill, the Honorable Wayne Morse, Senator from 
Oregon, commented on the Senate floor on January 7, 1960: 


Mr. President, I introduce, for appropriate reference, a 
bill designed to provide equitable relief to Oregon farmers 
in the Milton-Freewater area who were seriously affected in 
the freeze of 1955. 

The Senate will recall that in the 85th Congress legislation 
was enacted which did much to enable the farmers and fruit- 
growers of the area to reestablish themselves and their 
orchards. Unfortunately, however, a question was raised 
by the General Accounting Office as to the dates for which 
payments under Public Law 85-58 could be made. In 
order to avoid any possible question on this score and in 
order to make absolutely clear the legislative intent, I re- 
quested that the Department of Agriculture provide me with 
draft legislation which would authorize payments for the 
emergency conservation measures carried out between 
January 1, 1956, and June 21, 1957. The bill provides that 
these payments, if otherwise proper shall not be considered 
invalid by reason of the fact that they were made for meas- 
ures carried out prior to the enactment of the public law. 


The committee believes in view of all the circumstances that the 
bill is meritorious and recommends it favorably. 

Attached and made a part of this report are (1) a letter, dated 
February 4, 1960, from the Comptroller General of the United States, 
= (2) a letter, dated March 2, 1960, from the Department of Agri- 
culture. 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, February 4, 1960. 
B-140442 
Hon. James O. Eastbanp, 
Chairman, Committee on the Judiciary, 
U.S. Senate. 

Dear Mr. Cuarrman: Your letter of January 26, 1960, acknowl- 
edged January 27, transmitted a copy of S. 2761, 86th Congress, and 
requested our report thereon. 

The bill proposes to validate payments heretofore made under the 
emergency conservation program authorized by the Third Supple- 
mental Appropriation Act, 1957, for emergency conservation measures 
carried out between January 1, 1956, and June 21, 1957, the date of 
enactment of said act. By our decision of November 24, 1959, 
B-140442, copy attached, we held that the program established by the 
cited act did not authorize payments for measures carried out or 
expenses incurred prior to June 21, 1957, the date of its enactment. 
However, in view of the equities involved, we stated that we would not 
require recovery of payments made to the farmers in accordance with 
the regulations issued by the Department of Agriculture which were 
retroactive to July 1, 1956. We also stated that we would not object 
to holding in abeyance collection action on payments made prior to 
July 1, 1956, if the Department of Agriculture desired to request 
validating legislation. S. 2761 was introduced to validate all pay- 
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ments made prior to June 21, 1957, the effective date of the Third 
Sugernnentat Appropriation Act, 1957. 

e question of whether the payments here involved should be 
validated is a matter of policy for consideration by the Congress. 
However, the language of S. 2761 is adequate to accomplish its purpose 
and we have no objection to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF AGRICULTU RE, 
Washington, D.C., March 2, 1960. 
Hon. James O. Eastianp, 
Chairman, Committee on the Judiciary, 
U.S. Senate. 

Dear Senator Eastianp: This is in reply to your request of 
January 20, 1960, for a report on S. 2761, to validate payments made 
for certain emergency conservation measures under the program 
authorized by the Third Supplemental Appropriation Act, 1957. 

We favor the enactment of this bill, which provides that payments 
made under the item entitled “Emergency Conservation Measures, 
Agricultural Conservation Program Service,’ in the Third Supple- 
mental Appropriation Act, 1957, for emergency conservation measures 
carried out between January 1, 1956, and June 21, 1957, shall, if 
otherwise proper, not be considered invalid by reason of the fact that 
they were made for measures carried out prior to the enactment of 
said act. 

The payments involved were made to farmers for carrying out 
emergency conservation measures in the Milton-Freewater area of 
Oregon which had been declared a disaster area due to a freeze which 
destroyed their orchards, subjecting the land to severe soil erosion. 
These were made under the program authorized in the Third Supple- 
mental Appropriation Act, 1957 (Public Law 85-58), which contained 
an item for “Emergency Conservation Measures,” in the amount of 
$4 million, to remain available through June 30, 1958, as ‘‘an addi- 
tional amount to enable the Secretary to make payments to farmers 
who carry out emergency conservation measures to control wind 
erosion on farmlands or to rehabilitate farmlands damaged by wind 
erosion, floods, hurricanes, and other natural disasters * “ew 

The ‘Department took the position that although the disaster 
creating the conservation problem and the performance of the con- 
servation work by farmers in the affected areas took place prior to the 
approval of the act, authorization for cost-sharing payments for these 
Measures was in accordance with the intent of Congress. The De- 
partment was of the opinion that Public Law 85-58 was in the nature 
of a supplemental appropriation, provided funds for certain specified 
purposes as an addition to those appropriated or authorized, and that 
the funds were provided for the same period as those under the regular 
appropriation act. 

The Comptroller General of the United States in a decision 
(B-140442) rendered November 24, 1959, has held that Public Law 
85-58 created a separate and distinct program, subject to entirely 
different conditions, and therefore did not authorize payments for 
emergency conservation measures carried out prior to the date of its 
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enactment. The general effect of this decision was to declare the 
payments made under Public Law 85-58 prior to its enactment 
on June 21, 1957, to have been made without legal authority. How- 
ever, the Comptroller General stated that he would not require re- 
covery from farmers who received otherwise proper payments for 
emergency conservation measures carried out subsequent to July 1, 
1956, the first day of the 1957 fiscal year. This was based on the 
length of time which had elapsed since the payments had been made 
and the fact that the payments were made in accordance with regula- 
tions issued by the Department which neither the officials making 
the payments nor the farmers receiving them had any reason to 
believe were not proper. 

The Comptroller General further stated that in the light of the 
reported fact that the farmers who received payments for measures 

erformed prior to July 1, 1956, were innocent of any wrongful 
intention, he would not object to holding collection action in abeyance 
during the next session of Congress if legislation was desired which 
would validate the payments. The proposed bill, S. 2761, would 
validate these payments. 

In view of the foregoing circumstances, it appears that legislation is 
needed to provide equity of treatment of farmers similarly situated 
with respect to damage to their lands who carried out emergency 
conservation measures during the period questioned by the Comp- 
troller General. The proposed bill would provide for such treatment 
by validating the payments for such measures. Therefore, the De- 
partment recommends enactment of the bill. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


O 
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REFUSAL OF GOVERNMENTAL AGENCIES TO SUPPORT 
ESTABLISHED NATIONAL MERCHANT MARINE 
POLICIES 


Aveust 30, 1960.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[Pursuant to sec. 136 of the Legislative Reorganization Act of 1946, Public Law 
601, 79th Cong.] 


In accordance with section 136 of the Legislative Reorganization 
Act of 1946, your Committee on Merchant Marine and Fisheries sub- 
mits the following report relative to the refusal of certain govern- 
mental agencies to support the merchant marine policy of the United 
States. 

BACKGROUND 


The Department of Defense has embarked upon a program to divert 
the transportation of military personnel and their dependents, assigned 
or directed to proceed overseas, from surface to air transport. As a 
result of this basic change in policy concerning the transportation of 
military passengers and dependents effective September 1, 1960, no 
such passengers will be carried on commercial American-flag passenger 
vessels. 

In the past the Military Sea Transportation Service, as ocean trans- 
portation procurement agency for the Department of Defense, has 
contracted with commercial steamship carriers for the transportation 
of a portion of the total movement of military personnel and their 

1 Sec. 136. To assist the Congress in appraising the administration of the laws and in developing such 
amendments or related legislation as it may deem necessary, each standing committee of the Senate and 
the House of Representatives shall exercise continuous watchfulness of the execution by the administrative 
agencies concerned of any laws, the subject matter of which is within the jurisdiction of such committee; 


and for that purpose, shall study all pertinent reports and data submitted to the Congress by the agencies 
in the executive branch of the Government. 
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dependents to and from oversea areas. For example, in fiscal year 
1959 military personnel and dependents moved overseas as follows: 








| 
Passengers | Percent of 





total 
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The 35,661 Department of Defense passengers carried on American- 
flag commercial passenger vessels moved on steamship lines serving 
the areas in which the heaviest military traffic moves and on routes 
served by some of the most modern and efficient American-flag pas- 
senger ships, i.e., United States Lines to northern Europe (SS United 
States, SS America); American Export Lines, Inc., to the Mediterra- 
nean (SS Independence, SS Constitution, SS Atlantic); Matson Line to 
Hawaii (SS Lurline, SS Matsonia); and the American President Lines, 
Ltd., to the Far East (SS President Wilson, SS President Cleveland, 
SS President Hoover). ‘The military passengers carried by sea during 
1959 accounted for approximately 10 percent of the revenue of these 
four lines. 

In view of the importance of the carriage of military passengers to 
the successful operation of the lines involved, your committee became 
quite concerned about the drastic action taken by the Department of 
Defense in canceling on relatively short notice existing contracts 
covering movements during the latter half of this year. The gravity 
of the situation can be appreciated when it is pointed out that no 
commercial line earns anything near 10 percent profit on its passenger 
operation. In fact, testimony in the recent past has brought forth 
the fact that over the first 5 years of operations the SS United States, 
operating at near Maximum capacity, earned only 3.76 percent profit 
on the cost of the vessel. 


NATIONAL MARITIME POLICY 


The national maritime policy of the United States is expressed in 
section 101 of the Merchant Marine Act of 1936. In that section, 
after stating that it is necessary for the national defense and the de- 
velopment of our foreign and domestic commerce that the United 
States shall have a modern, efficient, privately owned, American-flag 
merchant marine composed of the best equipped, safest, most suitable 
types of vessels, constructed in the United States and manned with 
trained, efficient citizen personnel for the dual purpose of serving our 
waterborne commerce at all times and capable of serving as naval and 
military auxiliary in time of war or national emergency, it is “declared 
to be the policy of the United States to foster the development and 
encourage the maintenance of such a merchant marine.’”’ The im- 
portance of full governmental support of the American merchant 
marine is inherent not only in the 1936 act but the other merchant 
marine and shipping acts. The policy is simply the expression of 
experience gained throughout history. 

Historically, the consept of modern seapower has been based on a 
strong merchant marine for which in time of peace the sealanes would 
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be protected by military deterrent. In time of war, or other great 
national emergency, the merchant marine would be immediately 
available for services of supply in support of movement of goods and 
personnel and other essential auxiliary activities. 

These fundamental principles underlie the well-established policies 
laid down by Congress to assure an adequate merchant marine under 
our flag. 

These policies are reflected in the testimony, heard repeatedly by 
the Committee on Merchant Marine and Fisheries, that, whether 
future military emergencies be limited or general, there will continue 
to be an overwhelming need for modern ships in being; for large-scale 
evacuation of citizens from overseas—for large-scale supply of troops 
and cargoes in military operations—and even for basic communications 
following an all-out nuclear attack. 

The peacetime existence of a healthy, privately owned and operated 
American merchant marine is the most effective and cheapest way to 
be assured of services which only ships can supply when the need 
arises. 

As recently as April 29, 1960, recognition of our maritime policy 
and the importance of the American merchant marine to the national 
defense was highlighted and emphasized in the report of the House 
Appropriations Committee on the ‘Department of Defense appro- 
priation bill, 1961,’’ H.R. 11998, as follows: 


Testimony was heard indicating a reduction in com- 
mercial sealift utilization for passenger service below the low 
rate actually utilized in fiscal year 1959. The maintenance 
of a strong merchant marine is an established national 
volicy, and, in fact, major movements of military troops and 
Seater cannot be accomplished now or in the foreseeable 
future without basic reliance on sealift capacity. The com- 
mittee urges that the Secretary of Defense give serious atten- 
tion to the problem and that he assure that U.S.-flag carriers 
are utilized to the fullest practicable extent. 


Within 2 months after the date of that report and despite the urg- 
ing of the Appropriations Committee, the Department of Defense an- 
nounced its decision to altogether discontinue the use of American- 
flag ocean carriers for the transportation of military personnel and 
dependents as of September 1, 1960. 


HEARINGS 


Because of the obligation which your committee has in connection 
with the merchant marine policy of the United States, and because 
of the detrimental effect this drastic elimination of commercial sealift, 
on very short notice, may have on continued maintenance of a pri- 
vately owned passenger fleet capable of serving during emergency or 
wartime, the committee held hearings on June 29, 1960. 

The steamship industry claimed that the Department of Defense 
decision completely disregarded the expressed will of Congress and as 
a result approximately 10 percent of the passenger revenue of the four 
steamship carriers involved would be eliminated, thus seriously cur- 
tailing ability to continue successful operations. 

This action by the Department of Defense would also seriously 
interfere with the ability of private industry to carry out its operating 
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and vessel replacement obligations under contracts with the Govern- 
ment. 

On the basis of the record, your committee fears that this policy 
decision is unrealistic. On the one hand the Government subsidizes 
our merchant fleet to make certain we have ships to serve our economy 
and our defense, while on the other hand the agency of Government 
having the greatest prospective need for ships in being is refusing to 
utilize this fleet by Z enying it any participation in the movement of 
military-sponsored personnel. 

The Maritime Administration pointed out that the most recent 
joint MARAD-Navy planning report, of May 1959, stresses the pres- 
ent qualitative and quantitative deficiency of our merchant fleet for 
defense purposes. The Maritime Administration witnesses also 
stressed the replacement obligations of the industry and indicated 
that failure of the Department of Defense to permit participation in 
the carrying of military-sponsored passengers would seriously curtail 
the ability of these carriers to meet their replacement requirements, 
thus further hindering the ability of our merchant fleet to carry out 
its obligations. 

Department of Defense witnesses said that the privately owned 
merchant fleet is a vital part of our defense posture and that Depart- 
ment of Defense in recognizing this fact supported the development 
of a strong and adequate merchant fleet. At the same time, witnesses 
for the Department said that the Department of Defense should not 
further subsidize the passenger phase of these privately owned business 
enterprises. Your committee cannot accept the allegation or implica- 
tion that Department of Defense dealings with private industry 
amount to a subsidy by Government. 

Your committee believes that the Government cannot do business 
at lesser cost than can private industry. 

It is a basic American economic philosophy that the Government 
should not attempt to compete with private industry where the latter 
can give adequate and reasonable performance at compensatory 
rates. 

De ‘partment of Defense testimony accentuated its conviction that 
it is “cheaper” to transport passengers by chartered aircraft (which 
are or may soon become obsolete) instead of dealing primarily with 
common carriers by air and sea operating under published tariffs 
which are compensatory. Despite its admitted reliance on commercial 
carriers as military auxiliaries, the Department of Defense is trans- 
porting passengers without any real regard to the ability of the 
transporting media to replace its equipment and develop into an 
integral part of the modern transportation network necessary, par- 
ticularly for emergencies or war. 

In view of the responses of Defense Department witnesses to com- 
mittee questioning, it would appear that there is either misunder- 
standing or indifference on the part of the Department of the role 
of regularly scheduled carriers in our economy and defense planning. 
Department of Defense policy with respect to passenger transporta- 
tion appears to be based solely on “dollar costs” as affecting that 
Department only, without regard to the total national value to be 
received from their expenditures. These ultimate values include, 
among others, modern and efficient privately owned transportation 
facilities and their immediate availability to serve our country with 
the most effective transportation needed. 
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Testimony by Department of Defense witnesses brought out that 
only among the privately owned passenger ships can there be found 
the optimum speed requirements of the Tetenes Department. Thus, 
failure of the military departments to utilize, on even a modest basis, 
the relatively few first class privately owned passenger ships serving 
the areas of major military movement seems shortsighted in the light 
of strong statements as to the need for continued availability of such 
vessels for emergency use. 

Your committee was not impressed with the contention that the 
complete elimination of the 2.5 percent of commercial sealift is 
necessary on grounds of fiscal economy and lack of available funds. 

While it is true that Congress cut the Defense Department travel 
budget by 10 percent, it is also true, and well known to Members of 
Congress, that such cuts in recent years have been made for the ex- 
press purpose of curtailing the volume of wasteful and unnecessar 
travel by both military and civilian personnel. In compliance wit 
such congressional intent the logical decision would have been to 
spread such a reduction proportionately among all modes of travel 
rather than completely eliminating one agency of transportation. If 
economies in their personnel lift were necessary, the Department of 
Defense should have attempted to deal with this problem in a business- 
like fashion by consulting with the carriers involved. ‘The Depart- 
ment of Defense did not ask the private ocean passenger carriers if 
lower rated accommodations could be made available under contract. 
They instead chose to eliminate completely their already meager 
participation. 

CONCLUSION 


In view of traditional policy and long-standing practice, your com- 
mittee believes the recently announced intention to eliminate use of 
American-flag commercial sealift is contrary to the national interest, 
and if carried out, may seriously jeopardize an essential element of 
our economy and national security. 

The hearings disclosed no real effort to deal with the problem of 
overseas passenger transportation on a balanced basis. No adequate 
reasons were advanced for taking a step having such a severe impact 
on the carriers involved. 


RECOMMENDATION 


In making this report your committee wishes to call this very serious 
situation to the attention of the Congress, and to urge the Secretary 
of Defense to take immediate steps to modify the current dangerous 
policy to the end that the traditional participation of American- flag 
privately owned passenger lines be continued for the transportation 
of military personnel and dependents. 


O 
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RELATING TO THE OPERATION OF THE PANAMA LINE 


Aveust 30, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. Res. 623] 


The Committee on Merchant Marine and Fisheries, to whom wag 
referred the House resolution (H. Res. 623) relative to the operation 
of the Panama Line, having considered the same, report favorably 
thereon with amendment and recommend that the House resolution 
do pass. 

The amendment is as follows: 

At the end of line 4, delete the period and insert the following: 
** which study shall be completed prior to the end of the first session 
of the 87th Congress.” 


RELATIVE TO PROPOSED DISCONTINUANCE OF PANAMA LINE 


The Panama Line is an integral part of the Panama Canal Company, 
functioning primarily to provide fast, reliable, regularly scheduled 
6-day freight and passenger service between New York City and 
Cristobal, Canal Zone, for moving equipment, supplies, and personnel 
connected with the operation of the Panama Canal. It also provides 
regularly scheduled service between New York and Port au Prince, 
Haiti, and between that port and Cristobal, a service which the 
Government of Haiti regards as of great importance to that nation’s 
economic development. The New York-Cristobal service (via Port au 
Prince in both rr ltl is handled by two combination passenger- 
freight ships specially designed and constructed for the use they now 
serve. Based on the system of accounting approved by the General 
Accounting Office, the line breaks about even on its operations, show- 
ing @ slight profit in some years and a loss in others, with deficits, if 
any, being covered by other operating revenues of the Panama Canal 
Company. 

More than a year ago, the Bureau of the Budget retained the firm 
of Drake, Startzman, Sheahan & Barclay, distribution and materials 
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handling consultants of New York City, to make a study of the 
feasibility of eliminating this Government enterprise. Its report, 
analyzing the activities of the Panama Line and suggesting its elimina- 
tion so that private shipping firms could compete for freight and 
passenger business now carried by the Panama Line, was submitted 
to the Bureau of the Budget by the consulting firm a year ago, but 
was not made public. Despite repeated requests this year from the 
Committee on Merchant Marine and Fisheries for copies of the report, 
none was made available to the committee until shortly after Congress 
recessed in July 1960. Nevertheless, based on rumors, and on indica- 
tions from various sources as to the facts on which the Drake report 
was based, the Subcommittee on the Panama Canal arranged an 
executive hearing on the matter in July, several days before the 
adjournment for the recess of Congress, at which representatives of 
the Bureau of the Budget and of the Department of the Army were 
heard. 

Subsequently, when copies of the Drake report were submitted to 
the committee, it was found that the Secretary of the Army and the 
Panama Canal Company had each submitted to the Bureau of the 
Budget detailed analyses of alleged inaccuracies and unsupported 
conclusions in the report and strongly urged the continued operation 
of the line as necessary to the proper functioning of the canal en- 
terprise. 

While this material was not available to the Subcommittee on the 
Panama Canal at the time of the July hearing, the witnesses from the 
Bureau of the Budget and the Department of the Army who testified 
freely acknowledged the existence of controversy within the executive 
department on this matter. However, it was made clear to the sub- 
committee that the Bureau of the Budget intended to require the 
elimination of the Panama Line after the Army had completed a 
survey of the availability of private transportation to serve Panama 
Canal Company needs. Such a survey, it was said, would take about 
3 months. 

Congress will not be in session at the end of the 3-month period 
referred to. Since the facts on which the proposed Bureau of the 
Budget decision would be based are in vizorous dispute within the 
executive department, and since the availability of private transporta- 
tion to fill the needs of the Panama Canal Company will not be 
established, if at all, until after Congress adjourns for this term, this 
resolution was introduced to make clear the conviction of the House 
of Representatives that no final decision on so far-reaching a matter 
affecting the Panama Canal should be taken by the executive depart- 
ment until the appropriate committees of Congress can make a full 
investigation of all of the facts bearing on this vital issue. 

Since the Panama Line is self-supporting, according to General 
Accounting Office accounting procedures, the Panama Canal Com- 

any would not appear to be in danger of encountering any financial 
oss through continued operation of the Panama Line, pending a full 
study of the controversy by the Committee on Merchant Marine 
and Fisheries or a subcommittee thereof. Furthermore, the topmost 
officials of the Panama Canal Company have made it emphatical y 
clear that they believe the Panama Line’s operation is essential to 
the Canal Company’s successful completion of its assignment in the 
Canal Zone. O 
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CONSIDERATION OF S. 2917 


Avaust 30, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. Cotmer, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 636] 


The Committee on Rules, having had under consideration House 


Resolution 636, reports the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H.R. 13021 


Avucustr 30, 1960.—Referred to the House Calendar and ordered to be printed 


Mr. O’Nett, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 637] 


The Committee on Rules, having had under consideration House 
Resolution 637, reports the same to the House with the recommenda- 
tion that the resolution do pass. 
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AUTHORIZING THE MARITIME ADMINISTRATION TO 
MAKE ADVANCES ON GOVERNMENT-INSURED SHIP 
MORTGAGES 


Avucust 30, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 
[To accompany 8. 3018] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (S. 3018) to authorize the Maritime Administration 
to make advances on Government-insured ship mortgages, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill do pass. 

The amendments are as follows: 

On page 2, line 16, add a new sentence as follows: 


No such advances or payments shall exceed 50 percent of the 
amount of the payment then due under the terms of the 
insured mortgage. 


On page 4, at the end of the bill, add the following: 


(5) No advance or payment shall be made by the Secretary 
under the authority of this subsection (f) unless the 
mortgagor shall agree in writing with the Secretary that: 

(A) In the event the United States shall, through purchase 
or requisition acquire ownership of the vessel, the owner shall 
be paid therefor the domestic market value thereof, but in 
no event shall such payment exceed the greater of (i) the 
depreciated cost of the vessel to the owner, (ii) the amount 
of the mortgage or mortgages on the vessel, or (iii) the 
domestic scrap value of the vessel, as determined by the 
Secretary. Such determination shall be final. 

(B) In the event the United States shall, by requisition 
acquire the use of the vessel but not the ownership thereof, 
the owner shall be paid as compensation for the use of the 
vessel (exclusive of service, if any, required under the terms 
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of any charter) a rate of hire not to exceed 15 per centum 
per annum of the value of the vessel determined under (A) 
as if the ownership of the vessel had been acquired at the 
time of commencement of such use. 

(6) For the purpose of the agreement referred to in sub- 
section (f)(5) of this section, the cost of the vessel to the 
owner shall include the cost of capital improvement but 
shall exclude the cost of national defense features and the 
amount of the construction-differential subsidy, if any, 
theretofore paid on the vessel. a cost of the vessel shall 
be depreciated on the basis of a useful life of 25 years (20 
years in the case of a tanker or other liquid bulk carrier) 
unless the vessel has been reconstructed or reconditioned, in 
which event such depreciation from the time of such recon- 
struction or reconditioning shall be computed on the basis 
of the remaining years of a useful life of the vessel determined 
jointly by the Secretary of Commerce and the Secretary of 
the Treasury. 

(7) The agreement by the owner pursuant to subsection 
(f)(5) of this section shall run with title to the vessel and 
be binding upon all subsequent owners and other parties in 
interest. 

(8) Any vessel for which the Secretary of ee ‘ree has 
made such payments of either interest or principal, or both, 
under the mortgage, shall not, until such principal or a rest 
payments are repaid to the Government, participate as a 
United States-flag commercial vessel in the carriage of cargo 
covered by the provisions of section 901(b) of this Act, or 
any cargoes shipped under the provisions of Public Law 480 
(83d Congress, 2d sess. ) 

Sec. 3. The amendments made by sections 1 and 2 of this 
Act shall expire on June 30, 1962 


PURPOSE OF THE BILL 


The purpose of the bill, S. 3018, is to allow the Secretary of Com- 
merce to make advances to pay principal and interest installments 
on ship mortgages insured by the Government pursuant to title XI 
of the Merchant Marine Act, 1936, as ame si It would amend 
section 1105 of the Merchant Marine Act, 1936, by authorizing the 
Secretary to make advances to avoid defaults as well as, under exist- 
ing law, to pay the full amount of the insurance guarantee upon the 
occurrence of a default. Your committee believes that by so doing 
defaults on such insured mortgages can be avoided and the Govern- 
ment will not be required to pay the full amount thereof as required 
by its insurance guarantee pending financial rehabilitation of the 
mortgagor. As a result, your committee believes that the Govern- 
ment will be saved substantial sums it would otherwise be required 
to pay should currently threatened mortgage defaults occur. 


BACKGROUND AND NEED FOR THE BILL 


Title XI of the Merchant Marine Act, 1936, as amended, authorizes 
the Secretary of Commerce to insure the interest and principal of 
mortgage loans on ships which qualify under that title (see. 1103). 
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Each such insurance contract runs to the mortgagee or lender and is 
for the benefit of such mortgagee or lender and the holders of the 
obligation secured by the mortgage (sec. 1103(c)). Pursuant to sec- 
tion 110: 3(d) the faith of the Unite ed States is sole mnly pledged to the 
payment of interest and the unpaid balance of the principal amount 
of each mortgage and loan insured. 

In the event of any default under the insured mortgage in respect 
to the payment of principal or interest, seetion 1105(a) provides that 
the mortgagee shall have the right to payment by the Secretary of 
Commerce of the unpaid principal of the mortgage and the unpaid 
interest thereon. As originally enacted, in the event of any default, 
funds for this purpose were required to be obtained either from the 
Federal mortgage insurance fund, established under section 1102 of 
the act, or from. congressional appropriations. Because of difficulties 
making this procedure impractical in the case of guaranteed ship 
mortgages, the Congress in mid-1958 ame mded section 1105(b) so as 
to provide that if at any time the moneys in the Federal ship mortgage 
insurance fund were not sufficient to pay the amount of any default, 
the Secretary of Commerce could issue to the Secretary of the Treasury 
interest-bearing notes or other obligations and obtain there for such 
funds as are necessary to meet the defaults (Public Law 85-520, 85th 
Cong.; 46 U.S.C. 1268). 

Such amendment to section 1105(b) provided that such funds could 
be obtained for any amounts the Secretary of Commerce is required 
to pay under section 1105(a). The latter section, however, provides 
only for defaults. Thus, under existing law, funds can be obtained 
to pay the insured obligation only in the event of default. Under 
existing law, funds cannot be obtained under title XI of the act to 
avoid default by advancing payments for mortgage principal and 
interest. ‘The purpose of this bill is to expand the existing authority 
so as to permit the Secretary to obtain funds to make partial payments, 
rather than limit his authority to make such payments only when an 
actual default has occurred and the full amount of the insured obliga- 
tion is due and owing. 

Current tanker problem 


Title XI of the Merchant Marine Act, 1936, as amended, author- 
izes the Secretary of Commerce to guarantee loans and mortgages on 
American-flag vessels constructed in American shipyards. ‘The pur- 
pose of this statute was to make possible the development of 
adequate American-flag fleet by enabling shipowners to finance the 
construction of new American-flag vessels. This statute provides 
that loans and mortgages must be obtained by shipowners from pri- 
vate financing institutions, such as banks and insurance companies, 
with the Government guaranteeing such institutions that it will pay 
the outstanding principal and interest obligations in the event the 
shipowner should be unable to do so. 

As a result of the Suez crisis, a severe shortage of tankers threat- 
ened the oil supply of our country and its allies. To prevent a recur- 
rence of such situation, our Government sought to encourage a tanker 
building program. C onstruction of large tankers was deemed to be 
necessary to meet our country’s military and civilian needs for oil. 
The President as well as naval and civil personnel stated there was a 
need to build a substantial number of large new American tankers. 
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The merchant marine policy of the United States has been to main- 
tain private ownership and operation of merchant vessels wherever 

ossible. Accordingly, contracts were made by private owners for 

uilding U.S.-flag tankers. With one exception, all of the tankers 
were in excess of 30,000 tons deadweight and are usually referred to 
as supertankers. Equity funds for these vessels were provided by 
their owners; mortgage funds were provided by private American 
banks and i insurance companies which made loans to the shipowning 
companies. The loans and the mortgages on the ships were guaran- 
teed by the Secretary of Commerce pursuant to title XI of the 
Merchant Marine Act, 1936, as amended. 

Under the provisions of title XI, the owning company is required to 
ay 12% percent of the cost of the tanker to the shipyard from its own 
unds. A loan, and mortgage securing this loan, in the amount of 87% 

percent of,the cost of the vessel, is advanced by the financing institu- 
tion, with the Secretary of Commerce (Maritime Administration) 
guaranteeing the payment of the principal and interest on these loans. 
In addition to the aforementioned 12}4-percent payment to the ship- 
yard, the owner is required to put into the company owning the 
vessel an additional amount in cash equal to approximately an ad- 
ditional 12}4-percent of the vessel’s total cost; the amount the owning 
company is required to have as working capital is equal to 1 year’s 
payment of principal, 1 year’s payment of interest, 1 year’s payment of 
marine insurance, and 1 year’s payment of i insurance premium payable 
to the Maritime Administration. In consideration for the mortgage 
insurance guarantee, each tanker-owning company is required to pay 
to the Maritime Administration three-quarters of 1 percent per annum 
on the outstanding balance of the guaranteed mortgage loan. It was 
believed that such amount of working capital, in addition to the 
12}4-percent downpayment, would be sufficient to enable the ships to 
continue operation over a period of shipping recession or depression 
without default under the mortgage loan. 

During late 1956 and during 1957, contracts were made for the 
construction of American-flag supertankers pursuant to this program, 
and commitments for mortgage insurance were obtained from the 
Maritime Administration. At that time it appeared not only that 
these vessels were necessary for our Nation’s military and civilian 
needs, but that they could be operated profitably and the mortgage 
loans adequately serviced. 

Accordingly, the Maritime Administration agreed to give these 
mortgage guarantees under title XI after One. ‘that their operation 
was economically feasible. Within the past y however, economic 
conditions for American-flag tankers have Sosa ‘ally changed in a 
manner far more severe than had been considered possible. As a 
result of an oversupply of oil, and an oversupply of tankers in relation 
to the oil required to be moved, American tanker rates and world 
tanker rates have fallen precipitously. Importation of oil to the 
United States in foreign-flag tankers has held down the use of American 
tankers, and projected increases in the rate of oil consumption in the 
United States have not materialized, thus further limiting the employ- 
ment opportunities for American tankers and causing continued de- 
pressions. As a result, rates in the American tanker market are not 
sufficient to permit the new supertankers constructed under the title 
XI program to earn, at this time, the payments of principal and 
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interest required under their mortgage loans. The working capital 
of most of the companies owning these tankers has thus been rapidly 
and seriously depleted by the necessity of making mortgage payments, 
even though they could not be earned. Several of the companies 
owning tankers built under this program are now reaching a financial 
position where they will be unable to meet their mortgage obligations 
and where mortgage defaults may soon occur. 

It is generally believed that the present economic situation for 
American tankers is temporary and will soon improve, your committee 
was advised. Over 70 percent of the existing American-flag tanker 
fleet is 15 years old or older. Because of the corrosion caused by 
sarrying oil and petroleum products, it is usually considered that 20 
years is the maximum useful life for a tanker; less than 3 percent of the 
American fleet is over 20 years old. Moreover, the consumption of 
oil is increasing in the United States and should result in proportionate 
increases in demand for oil transportation. As the rates paid for 
tankers are based on the law of supply and demand, it is believed that 
the decrease in the supply of tankers due to obsolescence, plus the 
increase in the demand for tankers through increased consumption of 
oil, will soon result in an improvement of American tanker rates. 
With such improvement, the earnings of the new supertankers should 
be adequate to permit them to meet their current mortgage payments 
and to repay all advances which would be made by the Government 
pursuant to the legislation under consideration. 

Until such improvement occurs, however, many of the tankers will 
be unable to meet their mortgage obligations, In such cases, the 
financing institutions would declare the defaults and call upon the 
Secretary of Commerce for payment of the insurance obligation. The 
result would be that the Government would have to pay the total 
amount of the outstanding mortgages and take over the ships for layup. 
The amount of the insured ship mortgages on these tankers approaches 
$200 million. Your committee is of the opinion, therefore, that the 
advances authorized by this bill to avoid defaults would constitute a 
protection of the Government’s financial interest since the situation is 
believed temporary. 

Effect of S. 3018 

Under section 207 of the Merchant Marine Act, 1936, as amended, 
the Maritime Administration is authorized to make advances to pro- 
tect, preserve, and improve the collateral held by the Administration 
to secure indebtedness. Pursuant to this provision, the Administra- 
tion has made several advances on tanker mortgages from moneys 
contained in the Federal ship mortgage insurance funds. Such pay- 
ments were made with the approval of the General Accounting Office, 
but with the understanding that legislation clarifying this authority 
would be obtained. The Department of Commerce supported this 
legislation with proposed amendments, some of which have been 
adopted by your committee. Testimony from the Under Secretary 
of Commerce was that legislation authorizing the advances of mortgage 
principal and interest payments was in the best interests of the Gov- 
ernment. 

The bill as reported modifies the existing law to provide that the 
Secretary of Commerce may obtain funds pursuant to title XI of the 
act to meet current principal and interest payments on guaranteed ship 
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mortgages in the same manner as he is authorized to obtain funds under 
existing y law to pay the full amounts of such mortgages on default. It 
is your committee’s opinion that this procedure is desirable, and that 
the same procedure for obtaining funds should apply to partial pay- 
ments as Congress has applied to the payment of defaults through 
enactment in 1958 of Public Law 85-520. 

Your committee believes that advances by the Secretary of Com- 
merce to pay principal and interest payments on these Government- 
guaranteed mortgages is in the best interest of the United States. 
Such advances of relatively small amounts should avoid the Govern- 
ment having to pay out the full amounts of the guaranteed mortgages. 
By avoiding the defaults, the vessels would be kept available in 
private hands to meet the needs of our foreign commerce and kept 
in operating condition in the event of emergency. As operating ships, 
they would employ American seamen. As foreclosed ships in layup, 
they would not provide employment. The making of these advances 
should permit these vessels to operate until the tanker market returns 
to normal conditions. At that time, the need for the Government 
to meet its mortgage guarantee obligation will be removed. More- 
over, all of the advances to meet mortgage payments made by the 
Government pursuant to this legislation will be repaid. Under these 
circumstances, your committee is of the opinion that the making of 
advances is to the advantage of the Government and the taxpayers. 

It cannot be too strongly emphasized that when the Secretary 
determines the need of making the advances provided for in the act 
he shall take the necessary steps to assure that the mortgagor shall 
repay to the Government any such advances out of any earnings, at 
a rate of interest the Secretary shall prescribe. Moreover, such 
repayments should be made to the Government before any earnings 
are withdrawn as profits by the mortgagor. 

Your committee takes note that many of the vessel owners who 
would be eligible for relief under the provisions of this bill to prevent 
defaults are those who participated in the so-called trade-out and 
build program of the Maritime Administration. Under that pro- 
gram vessel owners were encouraged to transfer war-built tonnage to 
foreign flag, upon agreement that they would proceed promptly to 
build new tonnage for American-flag operation. One important ele- 
ment in the Government’s approval of such a program was the fact 
that higher world values of foreign-flag vessels and their cheaper cost 
of operation would place vessel owners in a financial position adequate 
to enable them to proceed with construction of new vessels in American 
shipyards. Your committee believes that no owner who sought Mari- 
time Administration approval of transfers to foreign flag and secured 
Government mortgage insurance on the construction of a new vessel 
should receive advances under this act if his foreign-flag holdings are 
producing earnings which could be applied to the American-flag oper- 
ation and thus prevent an impending default. Therefore, your com- 
mittee stresses its expectation that before making any advances under 
the act the Secretary shall determine whether or not relief is justified 
in the light of the earnings of the mortgagor’s foreign-flag operations, 
and that such advances should be limited accordingly. 
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Your committee believes that the making of these advances for 
payment of ee principal and interest will probably not result 
in any cost to the Government. As previously stated, it is believed 
that future earnings of the tankers in normal markets will permit 
their repayment. Even if it does not, however, it will be noted that 
each advance of principal reduces in the exact same amount the 
Government’s obligation on its mortgage guarantee. Advances of 
interest might result in increasing the Government’s insurance 
liability. It should be noted, however, that little actual increase in 
cost would result in view of the fact that the alternative to making 
such advances of interest would be foreclosure. Upon foreclosure, the 
Government would be required to pay the full amount of the mortgage 
obligation from ‘Treasury funds. As the interest rate under these 
mortgages is 5 percent and the present borrowing rate by the Govern- 
ment is not much below that figure, the increase in obligation by pay ing 
the mortgage interest would be in substantial extent offset by the 
Government not having to pay interest on an amount equal to the 
principal amount which would be paid on the default of the mortgage. 


DISCUSSION OF AMENDMENTS 


Your committee felt that in view of the extraordinary authority 
eri anted by the bill with the avowed purpose of protec ting the Govern- 
ment’s interest under mortgage guarantees under title XI of the 
Merchant Marine Act that additional provisions were required to 
prevent disadvantages to the Government. Without such additional 
provisions it is the opinion of your committee that defaulting mort- 
gagors would be in an unduly preferential position in relation to others. 

One of these amendments, among other safeguards, makes pro- 
visions to similar effect as those contained in section 802 of the 1936 
act in regard to vessels constructed under construction subsidy 
contracts or pursuant to direct Government financing. That is, it is 
provided that in the event the United States shall, through purchase 
or requisition, acquire ownership of the vessel, the owner shall be paid 
therefor the domestic market value thereof, but in no event shall such 
payment exceed the greater of (i) the depreciated cost of the vessel to 
the owner, (ii) the amount of the mortgage or mortgages on the vessel, 
or (iii) the domestic scrap value of the “vessel, as determined by the 
Secretary. Similar criteria would be used in fixing charter hire in the 
event of a vessel requisitioned for use. Such determinations shall be 
final. 

Your committee is of the opinion that in fairness to competitive 
American shipowners who have not sought or received the benefit 
of the relief provided for in this act, any vessel receiving the benefit 
of such advantages shall be denied participation in the transportation 
of cargoes under the ( Cargo Preference Act or any cargoes shipped 
under Public Law 480, 83d Congress, 2d session, so long as any such 
advances remain outstanding. 

In addition, in order to provide the strongest possible inducement 
to mortgagors to overcome their fiscal difficulties without recourse to 
the provisions of this act, your committee adopted an amendment to 
provide that no advances or payments shall exceed 50 percent of the 
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amount of the payment then due under the terms of the insured 
mortgage. 

Finally, in view of the re presentations by witnesses that the current 
shipping slump, particularly in the field of tankers, is expected to be 
of limited duration, your committee also added an amendment limit- 
ing the effectiveness of the act to approximately 2 years, with its ex- 
piration date specified as June 30, 1962. Moreover, this limitation 
will give the Congress an opportunity to make a thorough review of 
the matter to determine the conduct of the administration of the act 
and the need for continued authority of this sort. 

As noted elsewhere in this report, several agreements for advances 
have been made by the Maritime Administrator with the approval of 
the Comptroller General, pending the enactment of legislation to 
remove any doubts concerning existing authority. In this connection 
it is the understanding of your committee that the agreements for 
such advances heretofore made contain a provision for immediate 
repayment at the option of the Administrator. The committee is of 
the opinion that immediate repayment should be demanded in any 
vase where the borrower fails to agree that such advances shall be 
subject to the provisions of this bill. 

The departmental reports on H.R. 10470 (proposed legislation to 
similar effect) follow: 

THe SECRETARY OF apenas, 
Washington, May 5, 1960. 


Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Dear Mr. Cuarrman: This letter is in reply to your request of 


February 24, 1960, for the views of this Department with respect to 
H.R. 10470, a bill to authorize the Maritime Administration to make 
advances on Government-insured ship mortgages. 

The purposes of H.R. 10470 are to amend the Merchant Marine 
Act, 1936 (1) so as to specifically authorize the Secretary of Com- 
merce to advance, to mortgagors of mortgages that are insured under 
title XI of the act, sufficient moneys to prevent defaults in payment 
of installments of principal and interest under those mortgages; and 
(2) to authorize the Secretary of Commerce to borrow money from 
the Secretary of the Treasury for this purpose. 

The Department recommends enactment of the bill with the amend- 
ments hereinafter proposed. 

Depressed conditions in the shipping industry, particularly in the 
tanker industry, which have developed in recent months have created 
circumstances affecting adversely shipowners who have constructed 
new tonnage with the “aid of ship ere. insurance under title XI 
of the Merchant Marine Act, 1936, as amended. This program of 
Government insurance was enacte a by the Congre-s as a means of 
enabiing the shipping companies to replace their aging fleets with 
modern, efficient tonnage. It was enacted to encourage private 
financing in place of the Government financing of construction 
formerly used under the 1936 act. 

Certain defaults in payment of installments of principal and interest 
on insured mortgages are threatened because of the depressed condi- 
tions in the maritime industry which would bring into operation the 
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procedure under title XI of the 1936 act whereby the mortgagee may 
demand payment in full of the mortgage obligation. 

In a specific case the Maritime Administration, after consultation 
with representatives of the General Accounting Office as to the views 
of the Comptroller General, has under section 207 of the Merchant 
Marine Act, 1936, advanced funds on two occasions to the mortgagor 
to pay the amount of principal due under an insured ship mortgage 
in order to cure two defaults. This was done in order to avoid the 
payment by the Government of the full amount of the mortgage plus 
accrued interest, and to avoid the possibility of greater loss to the 
Government by a foreclosure. It was also deemed to be preferable 
to an adjustment or an arrangement between the mortgagor and the 
mortgagee involving an increased interest rate on the unpaid balance 
of the mortgage. These advances were made in the interest of the 
Government and with the expectation that the mortgagor’s financial 
returns would improve to the point where the installment payments 
could be resumed on schedule and the Government repaid for the 
advance. 

The first advance was in the amount of $65,165 and was made in 
October 1959, in order to cure a default, which occurred in September 
1959, in payment of a quarterly installment of principal. The unpaid 
principal amount of the mortgage immediately prior to that payment 
was $3,634,035. The original py principal amount of the mortgage was 
$3,909,900. The advance of $65,165 bears interest at 6 percent per 
annum plus an additional 1 percent per annum for making the advance 
and in lieu of the mortgage insurance premium. Both the advance 
and interest thereon are secured by a second mortgage on the vessel 
to which the bank (the mortgagee of the first mortgage) consented. 

The second advance was also in the amount of $65,165 and was 
made in January 1960, in order to cure a default which occurred in 
December 1959, in payment of the next quarterly installment of 
principal. This advance also bears interest at the rate of 6 percent 
per annum plus an additional 1 percent per annum for making the 

advance and in lieu of the mortgage insurance premium, but the 
Maritime Administration was unable to obtain a third mortgage to 
secure the advance. Under the terms of the insured mortgage, the 
shipowner (the mortgagor) cannot grant a subsequent mortgage on 
the ship without the consent of the bank (the mortgagee), and the 
bank refused to consent to such a mortgage to secure this advance. 

In our opinion, however, the United States is not adversely affected 
by lack of a mortgage of its own to secure this advance, because we 
think that as a matter of law the United States will be subrogated to 
the position of the first mortgagee after it has been paid in full the 
interest and principal secured by the first mortgage. That is, that 
after the first mortgagee has been paid in full, the first mortgage will 
as a matter of equity ‘be kept alive and will come to us as security for 
our advance. ‘This is equitable, because if we had not furnished part 
of the money to pay the debt secured by the mortgage, the mortgage 
would have been foreclosed to pay the debt. Having furnished part 
of the money to pay the debt, we should be placed in the same position 
as the first mortgagee with respect to security for the advance after 
the first mortgagee has been paid in full. 

Since the advancement of money to prevent defaults may be a 
recurrent situation, the Department believes that title XI should be 
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amended to authorize such loans or advances rather than leaving the 
matter under the general authority of section 207. We think the 
foregoing purposes should be accomplished solely through amendment 
of title Xi of the act, and we think these amendments should state 
expressly the extent to which the United States is to be subrogated. 
A substitute text for H.R. 10470 is submitted. 

The substitute text would authorize the Secretary of Commerce, 
upon his finding that such action is necessary to prevent default in 
payment of an installment or installments of principal or interest on 
insured mortgages and is in the interest of the Government as insurer 
of the mortgage, in his discretion, to advance to the mortgagor from 
the Federal ship mortgage insurance fund sufficient moneys to enable 
the mortgagor to make payment of such installment or iantalianantes 
Alternatively, the substitute text would authorize the Secretary of 
Commerce to make payment of such installments to the mortgagee 
on behalf of the mortgagor. The substitute text provides that the 
mortgagor shall assume “the obligation to repay such advances or 
payments with interest and, if the Secretary so prescribes, with 
additional consideration in an amount not to exceed 1 percent per 
annum on the unpaid balance of such advance or payment, and that 
such advances or payments shall be upon such other terms and con- 
ditions as the Secretary of Commerce may prescribe. The additional 
consideration would be payment to avoid foreclosure of the mortgage 
and to eliminate the inducement which might otherwise exist for the 
mortgagor to default under its mortgage and thereby escape the 
obligation to continue the payment of mortgage insurance premium. 

The substitute text provides that with respect to advances or 
payments of installments of principal made under the bill, interest 
thereon, ana any additional consideration, the United States will be 
subrogated to the position of the mortgagee of the insured mortgage 
after such mortgagee has been paid in full. The substitute text does 
not provide for subrogation with respect to interest on advances made 
to pay interest on the mortgage or with respect to the excess of 
interest on advances to pay installments of principal over the rate of 
interest provided in the mortgage and the mortgage insurance pre- 
mium, because the insured mortgage does not secure such amounts. 
With respect to these amounts, the United States will be an ee 
creditor, unless the mortgagee of the insured mortgage consents to : 
second mortgage. 

Under the substitute text such payments or advances would be 
made from the Federal ship mortgage insurance fund into which in- 
surance premiums are paid. The substitute text in contrast to the 
subject bill would not authorize the Secretary of Commerce to borrow 
from the Secretary of the Treasury in order to make such payments or 
advances because this method of financing is contrary to the President’s 
policy enunciated in the budget message. Under section 1110 of the 
act, appropriations to carry out the provisions of the title are author- 
ized. It is recommended that the substitute text be considered 
favorably by your committee rather than the subject bill. 

If amended as herein proposed, the Department would recommend 
enactment of the bill. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 


Sincerely yours, 
Puiuipe A. Ray, 


Under Secretary of Commerce 


a 
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Suspstirute Text ror H.R. 10470 


That section 1105 of the Merchant Marine Act, 1936, as amended 
(46 U.S.C. 1275), is amended by inserting at the. end thereof a new 
subsection (f) to read as follows: 

“(f)(1) The Secretary of Commerce, upon his finding that such 
action is necessary to prevent or cure a default or defaults in the 
payment of an installment or installments of principal or interest, or 
both, on mortgages insured under this title and is in the interest of 
the Government as the insurer of such mortgages, may, in his dis- 
cretion, advance to the mortgagor from the Federal Ship Mortgage 
Insurance Fund authorized by section 1102 of this Act, sufficient 
moneys to make payment of such installment or installments, or may 
make payment of such installment or installments to the mortgagee 
on behalf of the mortgagor. Such advance or payment shall be made 
only upon the assumption of an obligation by the mortgagor, satis- 
factory to the Secretary of Commerce, which may be subordinate to 
the indebtedness secured by the insured mortgage, to repay to the 
Secretary of Commerce such advance or payment, with interest at a 
rate determined by the Secretary of Commerce, and, if the Secretary 
so prescribes, with additional consideration in an amount not to 
exceed one per centum per annum on the unpaid balance of such 
advance or payment. Such advances or payments shall be subject to 
such further terms and conditions as the Secretary of Commerce may 
prescribe. 

(2) When the mortgagee of any mortgage with respect to which 
advances or payments have been made under this subsection has been 
paid in full the principal and interest secured by the mortgage, the 
Secretary of Commerce shall be subrogated to the position the mort- 
gagee would have had with respect to the mortgage if the principal 
and interest had not been paid. Such subrogation shall be limited 
to the following amounts: 

“(A) Advances to the mortgagor and payments to the mort- 
gagee made under this subsection; 

“(B) Interest on advances to pay installments of principal and 
on payments of installments of principal made under this sub- 
section but not exceeding interest at the rate provided in the 
mortgage for payment after default in payment of an installment 
of principal; and 

“(C) Any additional consideration the Secretary of Commerce 
has contracted for under this subsection (in lieu of mortgage 
insurance premium), but not exceeding the amount of the mort- 
gage insurance premium specified in the mortgage insurance 
contract. 

**(3) Upon making any advance or payment under this subsection, 
the Secretary of Commerce shall file, pursuant to subsection G of the 
Ship Mortgage Act, 1920, with the collector of customs of the port of 
documentation of the vessel a notice of claim of lien by subrogation. 
The collector of customs shall record such notice and shall issue two 
certified copies thereof to the mortgagor who shall place, and use due 
diligence to retain, one copy on board the mortgaged vessel and cause 
such copy and the documents of the vessel to be exhibited by the 
master to any person having business with the vessel, which may give 
rise to a maritime lien upon the vessel, or to the sale, conveyance, or 
mortgage thereof. The master of the vessel shall, upon the request 
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of any such person, exhibit to him the documents of the vessel and the 
copy of any such eit: e placed on board thereof. 

(4) Subsection J of the Ship Mortgage Act, 1920, is hereby made 
applicable to the notices of claim of lien by subrogation provided for 
in this subsection in the same way as it applies to preferred mortgages. 


”? 


OFFICE OF THE SECRETARY OF THE TRE. ASURY, 
Washington, March 28, 1960. 

Hon. Hersert C. Bonner, 

Chairman, Committee on Merchant Marine and Fisheries, 

House of Representatives, Washington, D.C. 

My Dear Mr. CuHarrMan: Reference is made to your request for 
the views of this Department on H.R. 10470, to authorize the Mari- 
time Administration to make advances on Government-insured ship 
mortgages. 

The purpose of the proposed legislation is to permit the Secretary 
of Commerce to make payments to the mortgagee on installments of 
principal and interest on ship mortgages insured under title XI of the 
Merchant Marine Act when there has been a default by the mortgagor 
in making such payments. 

It is our understanding that the Secretary of Commerce is sub- 
mitting a substitute bill with the same objective to your committee. 
The Department recommends consideration of that bill in lieu of 
action on H.R. 10470. 

The Department has been advised by the Bureau of the Budget that 
there is no objection to the submission of this report to your com- 
mittee. 

Very truly yours, 
LAURENCE B. Rossins, 
Acting Secretary of the Treasury. 


CompTROLLER GENERAL OF THE UNITED STATEs, 
Washington, March 9, 1960. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
February 24, 1960, acknowledged on February 25, requesting the 
comments of the General Accounting Office concerning H.R. 10470, 
86th Congress, 2d session, entitled “A bill to authorize the Maritime 
Administration to make advances on Government-insured ship 
mortgages.” 

On December 2, 1959, we rendered an opinion to the Administrator, 
Maritime Administration, relative to the matter of advancing funds 
to a mortgagor for payment of a quarterly installment of principal on 
a ship mortgage insured by the Maritime Administration under title 
XI of the 1936 act in order to prevent a default under the mortgage. 
A copy of that decision is enclosed. 

You will observe we concluded that there is no specific provision in 
title XI of the act for situations such as the one described in the Admin- 
istrator’s letter of October 26, 1959, a copy of which also is enclosed; 
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and we also pointed out that, for reasons set forth therein, while section 
207 contemplated that the Administration should be permitted a 
considerable amount of latitude in contractual matters, such section 
might not be as clearly in point as desirable to cope with the situation 
presented. However, we believed that the statements contained in 
the Administrator’s letter were sufficient to constitute a reasonable 
showing that the expenditures of the character involved were reason- 
ably necessary or expedient because of the business nature of the 
authorized activities involved. 

We were not unmindful of the fact, however, that pursuant to the 
provisions of section 1105(c) (1) of the act, the Secretary of Commerce 
in the event he determines that the interests of the United States do 
not require foreclosure of a mortgage, may make such agreement with 
the mortgagor as in his opinion will result in remedying the defaults. 
But we also were aware that this authority vests only after assignment 
of the mortgage to the Secretary and after payment of the mortgage 
by the Government to the mortgagee; whereas, the proposal submitted 
by the Administrator contemplated assistance to the borrower prior 
to such action—which is the type of relief proposed by the present 
bill. Therefore, since it was our view that the action proposed by the 
Administration would be in the best interest of the Government, we 
interposed no objection to the plan. At that time, we also observed 
that the Administrator already had informed the legislative commit- 
tees of both Houses of Congress of his intention to recommend legisla- 
tion which would provide explicit authority to take suitable action to 
protect the interests of the United States by preventing so far as 
possible defaults under insured mortgages. 

In view of the foregoing, and for reasons set forth more fully in our 
opinion of December 2, 1959, we recommend favorable consideration 
of the proposed legislation. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


CompTROLLER GENERAL OF THE UNITED StarEs, 
Washington, December 2, 1959. 
Hon. CLarence G. Morse, 
Administrator, Maritime Administration. 


Dear Mr. Morse: Reference is made to your letter of October 26, 
1959, relative to the matter of advancing funds to a mortgagor for 
pay ment of a quarterly installment of principal on a ship mortgage 
insured by the Maritime Administration under title XI of the 1936 
act in order to prevent a default under the raortgage. 

Briefly stated, it appears that on December 3, 1957, you entered 
into a contract of insurance of mortgage with the Bowery Savings 
Bank under which a mortgage in the amount of $3,909,900, running for 
a period of 15 years, was insured as to principal and interest at the 
rate of 5 percent per annum on a tanker for the Red Hills Corp. The 
mortgagor paid the quarterly installments on the mortgage as due in 
the aggregate amount of $275,865, plus interest, until March 24, 1959, 
at which time, due to lesses experienced in ‘the depressed tanker 
market, the company was unable to meet its obligations, At that 
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time your Administration and the Bowery Savings Bank agreed to 
defer the March and June 1959 installments aggregating $130,330 
until December 2, 1972, the maturity date of the mortgage. However, 
interest due on the deferred payments was paid to the bank by the 
company. 

The vessel has been laid up, except for one voyage, since March 
1959, and the company was unable to meet the September 24, 1959 
mortgage payment. The bank was unwilling to agree to a deferment 
of the September 24, 1959, mortgage installment unless the interest 
rate on the rem: ainder of the notes secured by the mortgage was in- 
creased to 5% percent insured, or to 6 percent with the additional 1 
percent uninsured and payable to the extent earned by the company. 
Your Administration was opposed to such an arrangement since, in 
your opinion, it would increase the Government’s liability or would 
place an additional burden on the company. On October 26, 1959, 
there was due the amount of $65,165 re presenting principal and in- 
terest amounting to approximate ly $45,425. The company, notwith- 
standing operating losses which had depleted its working capital was 
able to pay the interest but had insufficient funds to make this princi- 
pal payment and appealed to the Board for assistance to prevent a 
default which would result in the assignment of the mortgage to you 
with the consequent immediate payment by the Government to the 
Bowery Savings Bank of the amount of $3,634,035, under the out- 

standing mortgage, plus accrued interest. 

In view of the foregoing, you proposed to advance an amount 
equal to the mortgage principal payment of $65,165 to the mortgagor 

payment to the bank to prevent a default, thus obviating the 
acceptance of an assignment of the mortgage and the payment of 
$3,634,035, plus accrued interest to the bank. In so doing you 
proposed to obtain a note from the company in the amount of the 
advance, secured by a second mortgage on the vessel, such note to 
bear 6 percent interest and to mature no later than the maturity 
of the first mortgage. It is our understanding that this has been 
done. In your opinion, this proposal affords the company an op- 
portunity to retain and operate the vessel with the hope that market 
conditions will improve to the extent that its indebtedness secured 
by the vessel can be liquidated. The proposal will not increase the 
Government’s liability as the principal of the two mortgages will 
equal that of the present mortgage. Furthermore, you state that the 
Government’s liability will be reduced to the extent of the interest 
on the amount of the advanced funds which otherwise would be an 
obligation to the bank in the event there were a default. This 
proposal, in effect, results in paying an installment of mortgage 
insurance rather than paying the full amount thereof at this time. 
You also state that the alternative to this proposal is acceptance of the 
assignment of the mortgage and payment in full of the amount of the 
title XI insurance, in which event it is extremely doubtful, in view of 
the depressed tanker market, that sale of the vessel through fore- 
closure proceedings would recover the Government’s interest in the 
vessel. Therefore, it is your opinion that the foregoing circumstances 
justify the conclusion that the proposed disbursement is proper 
under section 207 of the Merchant Marine Act, 1936, as amended, 
in order to carry on activities authorized by the 1936 act, and to 
protect and preserve collateral and security held to secure indebted- 
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ness, and that the Federal ship mortgage insurance fund can properly 
be used for this purpose. You conclude by advising that this problem 
will be submitted to the Congress for appropriate legislation as soon 
as the Congress convenes. 

Section 207 of the Merchant Marine Act, 1936, as amended, reads, 
in pertinent parts, as follows: 

“The Commission may enter into such contracts, upon behalf of 
the United States, and may make such disbursements as may, in its 
discretion, be necessary to carry on the activities authorized by this 
Act, or to protect, preserve, or improve the collateral held by the Commission 
to secure indebtedness, in the same manner that a private corporation 
may contract within the scope of the authority conferred by its 
charter.”’ [Italic supplied.] 

The underscored section was added by amendment contained in 
Public Law 705, 75th Congress, 3d session, approved June 23, 1938. 
In explaining the amendment, the House Committee on Merchant 
Marine and Fisheries, in its Report No. 2168, stated as follows: 

“This amenas section 207 of the Merchant Marine Act, 1936. 
Section 207 of the act provides that ‘the Commission may enter into 
such contracts, upon behalf of the United States as may, in its dis- 
cretion, be necessary to carry on the activities authorized by this Act, 
in the same manner that a private corporation may contract within 
the scope of the authority conferred by its charter.’ The amendment 
adds that it ‘may make such disbursements’ as may, in its discretion, 
be necessary ‘to protect, preserve, or improve the collateral held by 
the Commission to secure indebtedness,’ in the same menner as a 
private corporation. ‘The amendment is designed to make clear a 
power which it is thought already exists in the Commission but about 
which some doubt has been expressed. Under the act, tie Maritime 
Commission has all the general and implied powers of a business 
corporation. The specific reference to the power of protecting and 
preserving the collateral mortgages, and so forth, held by the Commission 
is intended to make certain that the Commission POSSESSES the power to 
advance or expend funds for the preservation of its collateral where found 
necessary or advisable. Such power has often been exercised by other 
Government lending agencies, such as the Reconstruction Finance 
Corporation. Without such authority the Commission may find it 
impossible to protect its mortgage or other interest in vessels, the title 
to which is in a transitory state, or where vessels are operated by the 
companies which are financially embarrassed when such vessels, 
because of accident or otherwise, need to be repaired or salvaged 
before further operation.” {Italie supplied.] 

The section continues by stating 

“* * * it shall be recognized that, because of the business activities 
authorized by this Act, the accounting officers shall allow credit for all 
expenditures shown to be necessary because of the nature of such 
authorized activities, notwithstanding any existing statutory provision 
to the contrary. * * *” 

In our decision of March 27, 1941, A—51647, to the then Chairman 
of the U.S. Maritime Commission, we recognized that section 207 of 
the Merchant Marine Act, 1936, as amended, contemplates that the 
Commission shall be permitted a considerable amount of latitude in 
contractual matters and that if a departure from the usual Govern- 
ment rules applicable to such matters proves necessary because of the 
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unusual or business nature of the Commission’s activities, then the 
Commission in the exercise of the broad discretion vested in it by the 
above section may authorize such departure—provided, of course, 
that there is some reasonable basis for the departure and that the 
discretion is not exercised arbitrarily. It was further stated in that 
decision that: 

“Tf a contract is made by the Commission without adherence to the 
usual rules, and no showing of a reasonable justification for the 
failure to adhere to those rules is made, it is considered to be the duty 
of this office in the audit of the accounts of the disbursing officer 
involved to question the validity of such contract and the expenditures 
made thereunder. However, if the Commission in such a case asserts 
that the failure to comply with the usual statutory requirements was 
considered necessary or expedient because of the business nature of the 
authorized activity involved—and a reasonable showing in support of 
the action is made—then it is considered that this office is justified in 
allowing credit for the expenditure involved. This is understood to 
be the meaning of the provision of section 207 that: 

‘“<«* * * it shall be recognized that, because of the business ac- 
tivities authorized by this Act, the accounting officers shall allow 
credit for all expenditures shown to be necessary because of the nature 
of such authorized activities, notwithstanding existing statutory pro- 
visions to the contrary. * * *” 

We agree that there is nothing contained in title XI of the act to 
specifically provide for situations such as the one described in your 
letter, and we also acknowledge that the above referred-to provisions 
of section 207 as amended may not be as clearly in point as desirable 
to cope with the situation. However, we believe that the statements 
contained in your letter are sufficient to constitute a reasonable 
showing that the expenditures of the character involved are reason- 
ably necessary or expedient because of the business nature of the 
authorized activities involved. We also observe that you already 
have informed the legislative committees of both Houses of Congress 
of your intention to recommend legislation which will provide explicit 
authority to take suitable action to protect the Government’s interests 
by preventing defaults under insured mortgages. 

Accordingly, you are advised that we will not object to the action 
taken in the instant case. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





U.S. DepartTMENT oF COMMERCE, 
MaritimMe ADMINISTRATION, 
Wasuinaton, D.C., October 26, 1959. 


The Honorable the ComprroLLeR GENERAL OF THE UNITED STATES, 
Washington, D.C. 

Dear Mr. ComptrroLueR GENERAL: In your letter (A—51647) of 
March 27, 1941, you considered section 207, Merchant Marine Act, 
1936, as amended and concluded that the section permitted a consid- 
erable amount of latitude and vested broad discretions in contractual 
matters. However, you stated that there must be a basis for such 
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actions, for the discretion thus permitted could not be exercised arbi- 
trarily. Further, you suggested that, in all cases involving departures 
from established rulings covering the expenditure of public funds, 
there be given to you a full showing as to the basis and reason for the 
action contemplated. 

We therefore invite your attention to a matter of great urgency 
pending before this administration. This matter involves a departure 
from our established procedures and requires, in our opinion, a prompt 
exercise of our authority under section 207 to make disbursements 
necessary to carry on the activities authorized by the act, in this case 
title XI thereof, and to protect and preserve collateral held to secure 
indebtedness. Our proposed action, the basis and reasons therefor, 
follow: 

The Maritime Administrator on December 3, 1957, entered into a 
contract of insurance of mortgage (MA-—1679) with the Bowery Sav- 
ings Bank under which a mortgage in the amount of $3,909,900 (8734 
percent of actual cost) running for a period of 15 years, was insured 
as to principal, and interest at the rate of 5 percent per annum, on a 
tanker, SS Gold Stream, for Red Hills Corp. 

Red Hills paid the quarterly installments on the mortgage as due, 
in the aggregate amount of $275,865 plus interest, until March 24, 
1959, at which time, due to losses experienced in the depressed tanker 
market, the company was unable to meet its obligations. At that 
time the Maritime Administration and the Bowery Savings Bank 
agreed to defer the March and June 1959 installments aggregating 
$130,330 until December 2, 1972, the maturity date of the mortgage. 


pe 


Interest due on the deferred payments was paid to the bank by the 
company. 

The vessel has been laid up, except for one voyage, since March 
1959, and the company has been unable to meet the September 24, 
1959, mortgage payment. The Bowery Savings Bank is unwilling to 
agree to a deferment of the September 24, 1959, mortgage install- 
ment unless the interest rate on the remainder of the notes secured 
by the mortgage is increased to 5% or to 6 percent with the 
additional 1 percent uninsured and payable to the extent earned by 
the company. Weare firmly oppdsed to any such arrangement which 
would increase the Government’s liability and also place an additional 
burden on the company. 

Under the terms of the mortgage, the company has until October 
26, 1959, to make the September 24, 1959, mortgage payment of prin- 
cipal in the amount of $65,165 and interest of approximately $45,425. 
The company notwithstanding operating losses which have depleted 
its working capital can pay the interest but has insufficient funds to 
make this principal payment and has appealed for assistance to pre- 
vent a default which would result in the assignment of the mortgage 
to the Maritime Administrator with the consequent payment by the 
Government to the Bowery Savings Bank of the amount of the 
outstanding mortgage of $3,634,035 plus accrued interest. 

Although the depressed condition of the tanker market still con- 
tinues, the coming winter season with requirements for increased 
tanker capacity affords prospects of employment for the vessel. 
Actually, the company has reasonable assurance of a 1-year charter 
from a major oil company at a rate which should be sufficient to meet 
its operating costs including interest. However, it appears the charter 
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rate would be sufficient to meet only a portion of the principal pay- 
ments on the mortgage. Also, our studies indicate that, due to block 
obsolescence of war-built tankers, the rate for tankers to be operated 
in the domestic trade should improve over the next few years. Ac- 
cordingly, it appears reasonable to assume that if assistance can be 
given the company to meet its near term obligations, the project 
should be able to pay out over the remaining life of the mortgage. 

We therefore propose to advance an amount equal to the September 
24 mortgage principal payment of $65,165 to the mortgagor, Red 
Hills Corp., for sabeuelel to the bank to prevent a default thus obviat- 
ing the acceptance of an assignment of the mortgage and the payment 
of $3,634,035, plus accrued interest, to the bank. In so doing we 
propose to obtain a note from the company in the amount of the 
advance, secured by a second mortgage on the vessel, such note to 
bear 6 percent interest and to mature no later than the maturity of 
the first mortgage. Provision will be made for mandatory prepay- 
ments on the note to the extent that funds are available from earnings 
of the company. As consideration for assisting the company in 
avoiding a default and the assignment and foreclosure of the mortgage, 
the company will be required to pay an additional 1 percent on the 
note, which is the equivalent of the 1- -percent insurance premium 
presently being paid by the company. The advance will be made 
out of the Federal ship mortgage insurance fund (sec. 1109 of the act, 
46 U.S.C. 1272). 

This proposal will afford the company an opportunity to retain and 
operate the vessel with the hope that market conditions will improve 
to the extent that its indebtedness secured by the vessel will be liqui- 
dated. The proposal will not increase the Government’s liability as 
the principal of the two mortgages will equal that of the present 
mortgage. Actually, the Government’s liability will be reduced to 
the extent of the interest on the amount of the advanced funds which 
otherwise would be an obligation to the bank in the event there were 
a default. This proposal, in effect, results in paying an installment 
of mortgage insurance rather than paying the full amount thereof at 
this time. 

It should be emphasized that the alternative to this proposal is 
acceptance of the assignment of the mortgage and payment in full of 
the amount of the title XI insurance, in which event it is extremely 
doubtful, in view of the depressed tanker market, that sale of the 
vessel through foreclosure proceedings would recover the Govern- 
ment’s interest in the vessel. 

It is our opinion that the foregoing circumstances justify the con- 
clusion that the proposed disbursement is proper under section 207 
in order to carry on activities authorized by the 1936 act, as amended, 
and to protect and preserve collateral and security held to secure in- 
debtedness, and that the Federal ship mortgage insurance fund can 
properly be used for this purpose. Kindly advise if your office is re- 
quired to object to this proposal. 

Since other vessel owners who have mortgages insured under title 
XI may later require similar assistance, the Maritime Administration 
will propose that this problem be submitted to Congress for appro- 
priate legislation as soon as Congress convenes. 

Respectfully, 
CiaRENcE G. Morss, 
Maritime Administrator. 
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CHANGES IN EXISTING LAW 


Tn compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, 
passed the Senate, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italic, 
existing law in which no change is proposed is shown in roman): 


TirLeE XIJ—FEDERAL Suip MortTGAGE INSURANCE 


Src. 1105. (a) * * * 

(b) Any amount required to be paid by the Secretary of Commerce 
pursuant to subsection (a) of this section shall be paid in eash. If at 
any time the moneys in the Federal Ship Mortgage Insurance Fund 
authorized by section 1272 of this title are not sufficient to pay any 
amount the Secretary of Commerce is required to pay by subsection (a) 
of this section or permitted to pay or advance pursuant to subsection (f) 
of this section, the Secretary of Commerce is authorized to issue to the 
Secretary of the Treasury notes or other obligations in such forms and 
denominations, bearing such maturities, and subject to such terms and 
conditions as may be prescribed by the Secretary of Commerce, with 
the approval of the Secretary of the Treasury. Such notes or other 
obligations shall bear interest at a rate determined by the Secretary of 
the Tre vasury, taking into consideration the current average market 
yield on outstanding marketable obligations of the United States of 
comparable maturities during the month preceding the issuance of such 
notes or other obligations. The Secretary of the Treasur y is author- 
ized and directed to purch: se any notes and other obligations to be 
issued hereunder and for such purpose he is: authorized to use as a 
public debt transaction the proceeds from the sale of any securities 
issued under the Second Liberty Bond Act, as amended, and the pur- 
poses for which securities may be issued under such Act, as amended, 
are extended to include any purchases of such notes and obligations. 
The Secretary of the Treasury may at any time sell any of the notes or 
other obligations acquired by him under this section. All redemp- 
tions, purchases, and sales by the Secretary of the Treasury of such 
notes or other obligations shall be treated as public debt transactions 
of the United States. Funds borrowed under this section shall be 
deposited in the Federal Ship Mortgage Insurance Fund and redemp- 
tions of such notes and obligations shall be made by the Secretary of 
Commerce from such Fund. 

(c) * * * 

(d) * * * 

(e) x *k * 

(f) (1) Where the Secretary of Commerce has insured a mortgage under 
the provisions of this title, the Secretary may make advances to or for the 
benefit of the Mortgagor, for the pur pose of making payments of principal, 
interest, or both principal and interest, payable under the terms of the 
insured mortgage. Such advances or payments shall be made only upon 
the assumption of an obligation by the mortgagor, satisfactory to the 
Secretary of Commerce, which may be subordinate to the indebtedness 
secured by the insured mortgage, to repay to the Secretary of Commerce 
such advances or payments, with interest at a rate determined by the 
Secretary of Commerce, and, if the Secretary so prescribes, with addi- 
tional consideration in an amount not to exceed one per centum per annum 
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on the unpaid: balance of such advances or payments. Such advances 
or payments shall be subje ct to such further terms and conditions as the 
Secretary of Commerce may prescribe. 

(2) When the mortgagee of any mortgage with respect to which advances 
or payments have been made under this subsection has been paid in full the 
principal and interest secured by the mortgage, the Secretary of Commerce 
shall be subrogated to the position the mortgagee would have had with 
respect to the mortgage if the principal and interest had not been paid. 
Such subrogation shall be limited to the following amounts: 

(A) Advances to the mortgagor and payments to the mortgagee 
made under this subsection; 

(B) Interest on advances to pay installments of principal and on 
payments of installments of principal made under this subsection but 
not exceeding interest at the rate provided in the mortgage for payment 
after default in payment of an installment of principal; and 

(C) Any additional consideration the Secretary of Commerce has 
contracted for under this subsection (in lieu of mortgage insurance 
premium), but not exceeding the amount of the mortgage insurance 
premium specified in the mortgage insurance contract. 

(3) Upon making any advance or payment under this subsection, the 
Secretary of Commerce shall file, pursuant to subsection G of the Ship 
Mortgage Act, 1920, with the collector of customs of the port of documen- 
tation of the vessel a notice of claims of lien by subrogation. The collector 
of customs shall record such notice and shall issue two certified copies 
thereof to the mortgagor who shall place, and use due diligence to retain, 
one copy on board the mortgaged vessel and cause such copy and the docu- 
ments of the vessel to be exhibited by the master to any person having 
business with the vessel, which may give rise to a maritime lien upon the 
vessel, or to the sale, conveyance, or mortgage thereof. The master of the 
vessel shall, upon the request of any such person, exhibit to him the docu- 
ments of the vessel and the copy of any such notice placed on board thereof. 

(4) Subsection J of the Ship Mortgage Act, 1920, is hereby made 
applicable to the notices of claim of lien by subrogation provided for in this 
subsection in the same way as it applies to preferred mortgages. 
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MINORITY VIEWS ON S. 3018 


This bill has come into being as a result of the ill-conceived build- 
and-trade-out program instituted by the Maritime Administration in 
1956, and is a multimillion dollar giveaway to a favored few. 

In effect, this legislation would provide Government assistance of 
such a nature to this small group that it would in effect cause a situa- 
tion of the Government eliminating private enterprise in the maritime 
field. This is completely dissident with the traditional purposes and 
policies of our maritime statutes. 

During and shortly after the Suez crises, a critical shortage of tank- 
ers occurred. Maritime then instituted a program whereby owners of 
American vessels could trade out to foreign flags certain of their 
tonnage. In order to do so, the owner of the vessel would be required 
to build new tonnage of approximate equal amount, in American 
yards. The advantage to the owner in trading out ‘would be the 
elimination of income taxes, the elimination of American crews and 
the hiring of foreign crews at lower wage rates and other benefits 
accruing under the laws of the countries to which the flags were to be 
transferred. To the United States the advantage would be in new 
vessels, shipyard employment and eventual employment for seamen. 

The companies who took advantage of the program were to use their 
increased profits on their foreign-flag operations toward the building 
of the new American vessels. 

A number of concerns took advantage of the opportunities offered 
by the program. Some of these companies were old-line stable ship- 
ping people. Many were business adventurers, promoters and oppor- 
tunists, with little, if any, background in the shipping business. 

During the past several years, there has been a world oversupply of 
tankers, ‘with the result that there had been little or no business for 
them. Of the : approximately 29 companies or corporations in this 
program, 13 have urged this legislation. In this group of 13, are a 
number of the business adventurers aforementioned. Representatives 
of this group who have testified before the subcommittee frankly ad- 
mitted that they went into the program solely for profit and tax ad- 
vantage and that they are urging this legislation merely because it is 

good business. 

Evidence adduced before the subcommittee reveals that many of 
pe group of 13 have adopted corporate devices whereby their Ameri- 

‘an vessels, upon which they are asking the Government to make their 
rien ehaes payments, are separate corporate entities and that their 
foreign operations, to which the large profits accrued, are separate 
and distinct groups. 

The ownership of many of the American vessels in this group is in a 
corporate complex w hich is confusing, obscure and hidden; there are 
holding companies within holding companies so that the true ownership 
is not apparent or easily ascertained. If this legislation is enac ted, 
the Onassis and Niarchos interests, whose opportunistic activities 
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were disclosed in prior hearings of this committee, will be among the 
beneficiaries, as usual. 

This is special interest legislation in its purest and most unadulter- 
ated form. This legislation will confer unwarranted benefits upon a 
small group of tanker owners, to the detriment of other owners of 
American-flag vessels, who could not then successfully compete with 
these specially favored vessels. Owners of vessels not included in this 
legislation would continue to be obliged to make payments on their 
outstanding mortgages with commercial banks, other private lending 
institutions or with the Government. Thus far, these other persons 
have not asked for special assistance as provided in this legislation. 
It would be inequitable and unjust to refuse such requests in the 
future, of other vessel owners, once this legislation has been enacted 
for the few involved. As a matter of fact, all of American-flag 
shipping is in general financial distress at this time. Several com- 
panies which operated American-flag dry-cargo vessels and tankers 
have recently gone bankrupt because they were unable to meet their 
payments of interest and principal to the mortgagees of their vessels. 

This legislation, therefore, is thoroughly unprecedented with respect 
to the benefits it would give to a small group of private individuals. 

‘The mass destruction of the American-flag tramp fleet and the 
independent American-flag tanker owner who could not compete with 
owners under this legislation, would have the concomitant result of 
eliminating jobs for hundreds of American seamen, The American 
maritime unions vigorously oppose this legislation. 

It is urged by the proponents of the legisl: ation that it would avoid 
the necessity of foreclosure and of the Government bei ‘ing obliged to 
pay the full amount of the unpaid balance of the mortgage. It is 
further urged by them that this legislation will be necessary only 
temporarily, in that it is expected that within the next several years, 
the market will improve. ‘The only justification that is presented for 
making payments under this legislation from the point of view of the 
Government is that the market will turn and that the vessels will 
become more valuable and can be operated profitably. If the Govern- 
ment is to gamble that the market will so turn, there should be an 
official economic analysis proving the point. There has been no such 
analysis. Lacking this, the purpose of the legislation is also lacking. 
Certainly, if the private investors involved herein believe that the 
market will turn, they should be willing to place their own money 
into companies owning the vessels. They have not offered, although 
the point was urged several times during the hearing, to put their 
tax-free profits from their foreign-flag operation into their American- 
owned corporations. 

In the event that the market does not improve, the ships will be- 
come less and less valuable. Eventually, there will of necessity, be a 
foreclosure unless the Government is ready to continue to make the 
payments urged by this legislation for 20 years. 

On the other hand, if the Government is obliged to pay the mort- 
gagor who forecloses the vessel, the ship can be laid up in the reserve 
fleet or sold. If the premise of the proponents of this legislation is 
accurate, the market will shortly go higher, then the Government 
can lay the ship up now and sell it at a more advantageous time. 
There is always the danger, however, that the price that can be ob- 
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tained at any such sale will be far less in the future than that which 
can be obtained today. Also, the Government can always lease the 
vessel, if it has to take it back. Further, the mortgagor bank may 
decide to foreclose on the vessel and to sell it, so that the Government 
will not be obliged to make the guaranteed payments. 

The testimony from some of the witnesses has indicated that without 
this legislation, the equity owners of the vessels involved will work 
out their own private arrangements to retain their equities and to 
prevent foreclosures. If this legislation should pass, such efforts, 
of course, will cease. Then the Government could not in good con- 
science refuse to provide the same assistance to all American-flag 
owners. 

Before this legislation is further considered, those urging it should 
be required to disclose fully the profits on their foreign-flag transfers. 
Further, they should be required to use these profits before the Govern- 
ment puts in any money. It is again emphasized that other private 
owners who have risked their own capital should not be faced with the 
unfair competition of persons who will have been given such un- 
precedented assistance by the Government. 
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lon. John J. Allen, Undersecretary of Commerce, who favors this 
legislation, stated in response to inquiries on the future of the market 


I believe the Defense Department has done some work on 
this and the consensus of opinion that I gathered is that in 2 

3 years we would probably be faced with more tanker 
carriage than there are tankers to carry. 


If the foregoing statement is accurate, then surely private banks 
and commercial mortgages should be willing to declare moratoriums 
for this short period. As a matter of fact, one speculator owner 
testified that he could obtain an extension of time on his payments 
from the mortgagor bank by merely paying one-half of 1 percent in 
increased interest. 

The great danger, however, in this legislation, is that even during 
the so-called short period involved and if the tanker market has risen, 
if it ever does, any or all other American-flag owners at any time for 
any period whatever would claim the same advantages as this legisla- 
tion provides for their particular problems. However, Mr. Allen did 
not put into the record the analysis of which he speaks so that it cannot 
be studied by members of this committee. 

On the question of who actually owns the vessels involved, the 
following relevant testimony was taken before the subcommittee: 


Porrer. These are American corporations. They are 
paying the same type of taxes that each and every American 
corporation would pay. 

Congressman Pretty. Well I notice, for example, that there 
is the Farm Bureau cooperative and the Grange league, and 
there are cooperative ownerships in one of these. I know 
that there are cases where some banks have some nonvoting 
cumulative stock which I assume would be fully taxable, 
but it just amazed me that in one of these corporations 
farm bureaus were investing. 
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Further on the question of true ownership, as distinguished from 
legal or corporate ownership, the following testimony is significant: 
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Porrer. I am amazed myself. 

Peutiy. It is in the chain of ownership. Here is one cor- 
poration that is owned by a refining company and then, in 
turn, the refining company is owned one-third each by a 
cooperative grange league, a farm bureau and another cooper- 
ative group. I did not know that that type of ownership 
was involved. I have just one further question. With 
regard to the possible amendment that might be put in to 

revent the use of the 50-50 privilege under this enabling 
legisla tion, we would have to have the information in order 
to properly debate the issue on the floor. The tankers get- 
ting into this field would be competitive with tramp vessels; 
is that correct? 

Porrer. Yes; that would be correct. 

Porrer. Oh, yes. It is competitive, though. They have 
to bid. These are large ships and I can assure you that 
every tanker owner would much prefer to carry petroleum 
rather than grain but when you have a ship laid up costing 
$5,500 a day and can get a cargo and only lose $2,000 a day, 
you are going to take it. 

Miter. He saves $2,000 a day and then some ship that 
is designed primarily to carry this grain loses another $5,000 
a day and pretty soon they come back to us, so that, is it 
good business to take cargo at a loss in the overall to the 
American economy? I will not go that far. I would say 
that this is a competitive business, well supported, favored 
by Government. Our berth ships are all subsidized and all 
efforts are being made to subsidize our tramps and certainly 
this is the greatest form of subsidization in the country. 
Certainly we need ships but should we destroy one section of 
an industry that the Government subsidizes? You would 
never have had some of the investments that are shown 
here, some of the insurance companies put their money 
unless it was guaranteed. If Mr. Pelly wants to go into 
private business nobody is going to guarantee his loans. 
We recognize that this is fraught with great public interest. 


ZEeLENKO. But the people connected as officers and direc- 
tors of National Transport, and I assume you are one of 
them, have interests in other vessels. 

SPEARS. Yes, sir. 

ZELENKO. Do you incorporate each of them under a 
separate corporation? Is that the general idea? 

Spears. That is correct. 

ZeLENKO. Does this same group of yours run foreign-flag 
vessels? 

SPEARS. Yes, sir. 
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On the effect on other American-flag owners of the build and trade 
out program, the following testimony is significant: 


ZELENKO. As a result of getting permission to transfer out 
and going under a foreign flag, you were able to decrease your 
labor costs and taxes and by that token, of course, were able 
to get contracts which you could not get under the American 
flag? 
Spears. That is correct. 
On the question as to how American maritime labor fared under this 
program, the following is significant: 


Spears. * * * because the market became healthier with 
the elimination of the redundant tonnage. 

ZELENKO. For whom did it become healthier? It was not 
for maritime labor. 

Spears. Not for maritime labor, no. 


On the question as to security to the Government for the advances 
asked for by this legislation after it had been brought out that the sole 
assets of many of these corporations are the vessels involved and on the 
question as to whether the traded out vessels could be used for security, 
the following testimony is significant: 


Drewry. But they are not even security for this loan. 
There is no way to get them for whatever they may be worth. 
Spears. That is right. 


Members of the subcommittee made the observation during the 
course of the testimony that small businessmen in other industries 
have no means of saving their business from foreclosure. Further, 
it was observed that persons who have Government-guaranteed 
mortgages on their homes have no legislation to assist them in the 
event of foreclosure similar to that requested here. In good con- 
science, if this legislation is passed, we will be morally bound to assist 
all others whose obligations are Government guaranteed. 

On question of the type of speculation involved in this entire situa- 
tion, the committee is urged to read the testimony of witness Kahn 
(an owner). It is too voluminous to include in this report, but it 
paints a clear picture of the opportunistic operations of the people 
involved. In the testimony, it reveals that persons without any 
vessels or very little funds were able to acquire vessels for transfer-out 
purposes and to build new vessels with little or no capital, and without 
any prior experience in the shipping business. The testimony of this 
gentleman is most enlightening, particularly the following: 


Kaun. Everything I do has a profit incentive. 

ZELENKO. Is that the reason you are urging this legisla- 
tion?’ It has a profit incentive because everything you do 
has a profit to it. 

Asuuey. He said so and I think that is probably the most 
forthright bit of testimony that we have had thus far. I 
think that it is perfectly clear and very helpful. 
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(The above statement of Congressman Ashley is based upon certain 
of the testimony of the witness above quoted.) 

By reason of all of the foregoing, the minority vigorously opposes 
the passage of this legislation at this time. It being without safe- 
guard and security to the Government; without protection to American 
labor and with the obvious destructive effect on other segments of 
the American merchant marine, the full committee is respectfully 
urged not to support it. 

Hersert ZELENKO. 
THomas LupLow ASHLEY. 
Roserr N. C. Nrx. 
James C, OLIVER. 


86TH CoNGRESS HOUSE OF REPRESENTATIVES ReEporr 
2d Session No. 2211 


SECOND SUPPLEMENTAL APPROPRIATION BILL, 1961 


Avaust 30, 1960.—Ordered to be printed 


Mr. Txomas, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 
[To accompany H.R. 13161] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H.R. 13161) 
making supplemental appropriations for the fiscal year ending June 
30, 1961, and for other purposes, having met, after full and free con- 
ference, have agreed to recommend and do recommend to their 
respective Houses as follows: 

That the Senate recede from its amendments numbered 2, 4, 27, 
28a, 31, 33, 36, 38, 39, 40, 41, 42, 43, 44, 45, 46, 47, 48, 49, 50, 51, 
52, 53, 54, 55, 59, 65, 66, 76, and 78. 

That the House recede from its disagreement to the amendments 
of the Senate numbered 1, 21, 26, 28, 29, 57, 74, 79, 80, 81, and 82, 
and agree to the same. 

Amendment numbered 17: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 17, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $750,000; 
and the Senate agree to the same. 

Amendment numbered 18: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 18, and agree to the same with an amendment 
as follows: 

In lieu of the sum named in said amendment insert $100,000; and 
the Senate agree to the same. 

Amendment numbered 19: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 19, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $10,000; and 
the Senate agree to the same. 

Amendment numbered 20: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 20, and agree to the same with an amendment 
as follows: 

57006 











2 SECOND SUPPLEMENTAL APPROPRIATION BILL, 1961 


In lieu of the sum named in said amendment insert $75,000; and 
the Senate agree to the same. 


Amendment numbered 22: 
That the House recede from its disagreement to the amendment of 
the Senate numbered 22, and agree to the same with an amendment 


as follows: 
In lieu of the sum named in said amendment insert $24,000; and 
the Senate agree to the same. 


Amendment numbered 24: 
That the House recede from its disagreement to the amendment of 
the Senate numbered 24, and agree to the same with an amendment 


as follows: 
In lieu of the sum named in said amendment insert $200,000; and 


the Senate agree to the same. 


Amendment numbered 25: 
That the House recede from its disagreement to the amendment of 
the Senate numbered 25, and agree to the same with an amendment 


as follows: 
In lieu of the matter proposed by said amendment insert: 


Bureau or Foreian CoMMERCE 
SALARIES AND EXPENSES 


For an additional amount for ‘‘Salaries and expenses’’, $500,000, of 
which not to exceed $40,000 may be transferred to the appropriation for 
‘Salaries and expenses”, General Administration. 

And the Senate agree to the same. 

Amendment numbered 32: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 32, and agree to the same with an amendment 


as follows: 
In lieu of the sum proposed by said amendment insert $7,200,000; 


and the Senate agree to the same. 


Amendment numbered 60: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 60, and agree to the same with an amendment as 
follows: 

In lieu of the sum proposed by said amendment insert $919,450; and 
the Senate agree to the same. 

Amendment numbered 64: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 64, and agree to the same with an amendment as 


follows: 

In lieu of the sum proposed by said amendment insert $9,393,900; 
-and the Senate agree to the same. 

Amendment numbered 67: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 67, and agree to the same with an amendment as 
follows: 
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In lieu of the sum proposed by said amendment insert $1,425,000; 
and the Senate agree to the same. 


Amendment numbered 68: 

That the House recede from its disagreement to the amendment of 
~ Senate numbered 68, and agree to the same with an amendment as 
follows: 

In lieu of the sum proposed by said amendment insert $2,050,000; 
and the Senate agree to the same. 


Amendment numbered 75: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 75, and agree to the same with an amendment 
as follows: 

In lieu of the sum named in said amendment insert $275,000; and 
the Senate agree to the same. 


Amendment numbered 77: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 77, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $750,000; 
and the Senate agree to the same. 


Amendment numbered 83: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 83, and agree to the same with an amendment 
as follows: 

In lieu of the sum named in said amendment insert $125,000; and 
the Senate agree to the same. 


The committee of conference report in disagreement amendments 
numbered 3, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 23, 30, 34, 35, 37, 
56, 58, 61, 62, 63, 69, 70, 71, 72, 73, 84, and 85. 

ALBERT THOMAS, 
Micuaeu J. Kirwan, 
CLARENCE CANNON, 
Ben F. JENSEN, 
JOHN TABER, 
Managers on the Part of the House. 


Cart Haypen, 
LYNDON JOHNSON, 
DENNIS CHAVEZ, 
ALLEN J. ELLENDER, 
Lister HI, 
A. Wiiuis Rosertson, 
WarrREN G. Magnuson, 
SpressarD L. Houianp, 
Stytes Bripees (except 

as to amendment No. 2), 
LEVERETT SALTONSTALL (except 

as to amendment No. 2), 
Mitton R. Younae, 
Kart E. Munpt, 

Managers on the Part of the Senate. 
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STATEMENT OF THE MANAGERS ON THE PART OF THE 
HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H.R. 13161) making supplemental appropriations for the 
fiscal year ending June 30, 1961, and for other purposes, submit the 
following statement in explanation of the effect of the action agreed 
upon and recommended in the accompanying conference report as to 
each of such amendments, namely: 


Funps APPROPRIATED TO THE PRESIDENT 


Amendment No. 1: Inserts title as proposed by the Senate. 

Amendment No. 2—President’s Special International Program: 
Deletes Senate proposal to appropriate $986,800. 

Amendment No. 3—Special Foreign Currency Program: Reported 
in disagreement. 

Amendment No. 4—Administrative expenses, overseas surplus 
agricultural commodity donations: Deletes language proposed by the 
Senate. If the administration feels that this auditing should be 
done, the conferees have no objection to the International Coopera- 
tion Administration doing the work within presently available funds. 


MutTvuaAL SECURITY 


Amendments Nos. 5 through 15: Reported in disagreement. 


DEPARTMENT OF AGRICULTURE 


Amendment No. 16—Foreign Agricultural Service: Reported in 
disagreement. 

Amendment No. 17—Forest Service: Appropriates $750,000 instead 
of $700,000 as proposed by the House and $800,000 as proposed by 
the Senate. 


DEPARTMENT OF COMMERCE 


Amendment No. 18—Office of Field Services: Appropriates $100,000 
instead of $207,500 as proposed by the Senate. 

Amendment No. 19—West Virginia Centennial Celebration: Appro- 
priates $10,000 instead of $5,000 as proposed by the House and $15,000 
as proposed by the Senate. 

Amendment No. 20—Bureau oy the Census: Appropriates $75,000 
instead of $150,000 as proposed by the Senate. 

Amendment No. 21—Coast and Geodetic Survey: Inserts title. 

Amendment No. 22—Salaries and expenses: Appropriates $24,000 
instead of $284,000 as proposed by the Senate. 

Amendment No. 23—Construction and equipment: Reported in dis- 
agreement. 
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Amendment No. 24—Business and Defense Services Administration: 
Appropriates $200,000 instead of $291,500 as proposed by the Senate. 

Amendment No. 25—Bureau of Foreign Commerce: Appropriates 
$500,000 of which not to exceed $40,000 may be transferred to the 
appropriation for “Salaries and expenses, general administration,” 
instead of $1,000,000 and transfer authority of $83,000 as proposed 
by the Senate. 

Amendment No. 26—Bureau of Public Roads: Corrects typograph- 
ical error. 

Amendment No. 27—Weather Bureau: Deletes the Senate proposal 
to appropriate $50,000 for “Salaries and expenses.”’ 


District oF CoLUMBIA 


Amendment No. 28—Exzecutive Office: Appropriates $47,700 as pro- 
posed by the Senate. 

Amendment No. 28a—Courts: Appropriates $75,000 as proposed 
by the House instead of $155,000 as proposed by the Senate. 

Amendment No. 29—Capital outlay: Inserts title. 

Amendment No. 30—Publie building construction: Reported in dis- 
agreement. 

Amendment No. 31—Department of Sanitary Engineering: Deletes 
Senate proposal to appropriate $3,838,000. 


DeEpARTMENT OF HeattH, EpucaTion aND WELFARE 


Amendment No. 32—Food and Drug Administration: Appropriates 
$1,200,000 instead of $1,000,000 as proposed by the House and 
$1,528,000 as proposed by the Senate. 

Amendment No. 33—Office of Education: Appropriates $2,225,000 
for Land-grant college aid as proposed by the House instead of 
$6,000,000 as proposed by the Senate. 

Amendment No. 34—Public Health Service: Reported in disagree- 
ment. 

Amendment No. 35—Social Security Administration: Reported in 
disagreement. 

INDEPENDENT OFFICES 


Amendment No. 36—Advisory Commission on Intergovernmental 
Relations: Appropriates $28,500 as proposed by the House instead of 
$57,000 as proposed by the Senate. 

Amendment No. 37—Foreign Claims Settlement Commission: Re- 
ported in disagreement. 


GENERAL SERVICES ADMINISTRATION 


Amendment No. 38—Repair and improvement of public buildings: 
Deletes the Senate proposal to appropriate $2,000,000 for construction 
of fallout shelters. 

Amendments Nos. 39 through 54—Construction, public buildings 
projects: Delete Senate proposal to appropriate $5,289,000 for con- 
struction of fallout shelters in new public buildings, and delete in- 
creases in the limitation on cost of various public buildings. 

Amendment No. 55—General provisions: Deletes language pro- 
posed by the Senate repealing section 303 of the Independent Offices 
Appropriations Act, 1961. 
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HistoricAL AND MrmoriAL CoMMISSIONS 


Amendment No. 56—George Washington Carver Centennial Com- 
mission: Reported in disagreement. 

Amendment No. 57—James Madison Memorial Commission: Ap- 
propriates $10,000 as proposed by the Senate instead of $5,000 as 
proposed by the House. 

Amendment No. 58—U.S. Territorial Expansion Memorial Com- 
mission: Reported in disagreement. 

Amendment No. 59—National Capital Transportation Agency: 
Appropriates $250,000 as proposed by the House instead of $500,000 
as proposed by the Senate. 


THe PANAMA CANAL 


Amendment No. 60—Canal Zone Government: Appropriates $919,- 
450 instead of $593,750 as proposed by the House and $950,700 as 
proposed by the Senate. 

Amendment No. 61—Canal Zone Government: Reported in dis- 
agreement. 

Amendments Nos. 62 and 63—Capital outlay: Reported in dis- 
agreement. 

PaNnaMA CANAL COMPANY 


Amendment No. 64—Limitation on general and administrative ex- 
penses: Authorizes $9,393,900 for administrative expenses instead of 
$9,375,600 as proposed by the House and $9,412,200 as proposed by 


the Senate. 
DEPARTMENT OF THE INTERIOR 


Amendment No. 65—Office of Saline Water: Appropriates $400,000 
for salaries and expenses as proposed by the House instead of $500,000 
as proposed by the Senate. 

Amendment No. 66—Office of Coal Research: Restores House limita- 
tion of $200,000 for administration and supervision. 

Amendment No. 67—Bureau of Land Management: Appropriates 
$1,425,000 for management of lands and resources instead of $1,350,000 
as proposed by the House and $1,500,000 as proposed by the Senate. 

Amendment No. 68—Bureau of Indian Affairs: Appropriates 
$2,050,000 for construction instead of $1,800,000 as proposed by the 
House and $2,450,000 as proposed by the Senate. 

Amendment No. 69—Bureau of Indian Affairs: Reported in dis- 
agreement. 

Bureau OF RECLAMATION 


Amendments Nos. 70, 71, 72, and 73: Reported in disagreement. 
GEOLOGICAL SURVEY 


Amendment No. 74—Surveys, investigations, and research: Appro- 
priates $300,000 as proposed by the Senate. 



























House. 
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NATIONAL PARK SERVICE 


Amendment No. 75—Construction: Appropriates $275,000 for con- 
struction instead of $500,000 as proposed by the Senate. The amount 

rovided is for the acquisition of land for the Castillo de San Marcos 
ational Monument, 


FisH AND WILDLIFE SERVICE 


Amendment No. 76—Bureau of Commercial Fisheries: Appropriates 
$100,000 for management and investigations of resources as proposed 
by the House instead of $300,000 as proposed by the Senate. 

Amendment No. 77—Construction of fishing vessels: Appropriates 
$750,000 instead of $500,000 as proposed by the House and $1,000,000 
as proposed by the Senate. 

Amendment No. 78—Administrative provisions: Deletes Senate 
language authorizing the purchase of police-type motor vehicles. 


DEPARTMENT OF JUSTICE 


Amendments Nos. 79 and 80—Legal activities and general administra- 
tion: Insert Senate language authorizing appeal on matters of law for 
either party, instead of only for the United States as provided by the 


LEGISLATIVE BRANCH 


Amendment No. 81—Salaries: Deletes House proposal appropriat- 
ing $8,200 for salary increases of the Architect of the Capitol, the 
Assistant Architect of the Capitol, and the Second Assistant Archi- 
This item was deleted at the insistence of the 
Senate conferees who are very sympathetic but want it taken up in 
the regular bill next year. 


tect of the Capitol. 


DEPARTMENT OF STATE 


Amendment No. 82: Inserts title as proposed by the Senate. 
Amendment No. 83: Appropriates $125,000 for salaries and ex- 
penses, instead of $250,000 as proposed by the Senate. 
Amendment No. 84—U.S. Citizens Commission on NATO: Re- 
ported in disagreement. 


TREASURY DEPARTMENT 


Amendment No. 85—Bureau of the Public Debt: Reported in dis- 














OF THE CAPITOL 


ALBERT THOMAS, 
Micwaet J. Kirwan, 
CLARENCE CANNON, 
Ben F. JENSEN, 
JOHN TABER, 

Managers on the Part of the House. 
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HEPTANOIC ACID 
Avaust 30, 1960.—Ordered to be printed 


Mr. M1118, from the committee of conference, submitted the following 


CONFERENCE REPORT 


[To accompany H.R. 12659] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendment of the Senate to the bill (H.R. 12659) to 
suspend for a temporary period the import duty on heptanoic acid 
having met, after full and free conference, have agreed to recommend 
and do recommend to their respective Houses as follows: 

That the House recede from its disagreement to the amendment of 
the Senate to the text of the bill and agree to the same. 

That the House recede from its disagreement to the amendment of 
the Senate to the title of the bill and agree to the same. 


W. D. MIs, 
Are J. Foranp, 
Crcit R. Kine, 
Noan M. Mason, 

Joun W. Byrnes, 
Managers on the Part of the House. 
Harry F. Byrp, 

Rost. S. Kerr, 
J. ALLEN Frear, Jr., 
Russet B. Lona, 
By Harry F. Byrp, 
Joun J. WILLIAMs, 
FRANK CARLSON, 
Managers on the Part of the Senate. 
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STATEMENT OF THE MANAGERS ON THE PART OF THE 
HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H.R. 12659) to suspend for a temporary period the import 
duty on heptanoic acid, submit the following statement in explana- 
tion of the effect of the action agreed upon by the conferees and recom- 
mended in the accompanying conference report: 

The Senate amendment to the text of the bill adds a new section 2 
providing that in order to insure a correct interpretation of the pro- 
vision “waterproof cloth” in paragraph 907, Tariff Act of 1930, it is 
hereby declared that it was and is the true intent and meaning of 
paragraph 907 to limit the term “waterproof,” when applied to cloth, 
“wholly or in chief value of cotton or other vegetable fiber, whether 
or not in part of India rubber,” to cloths of a kind generally used in 
the manufacture of articles which are designed to afford protection 
against water to the extent expected in raincoats, protective sheeting, 
dress shields, umbrellas, and similar articles. The new section 2 also 
provides that even when cloth possesses water repelling characteris- 
tics, it is not classifiable as waterproof cloth within the meaning of 
paragraph 907, Tariff Act of 1930, unless it is of a kind generally used 
in the manufacture of articles of the class specified in the preceding 
sentence. 

The House recedes. 

Under the conference agreement the title of the bill is amended to 
read “An Act to suspend for a temporary period the import duty on 
heptanoic acid, and for other purposes.” 

W. D. Mitts, 


Armes J. Foranp, 
Crciz R. Kiva, 
Noa M. Mason, 
JoHn W. Byrnes, 
Managers on the Part of the House: 


O 





2d Session No. 2213 


86TH CONGRESS } HOUSE OF REPRESENTATIVES ! Report 


EXCLUSION OF LOCAL ADVERTISING CHARGES FROM 
MANUFACTURERS SALES PRICE 


Aveust 30, 1960.—Ordered to be printed 


Mr. Miuts, from the committee of conference, submitted the following 


CONFERENCE REPORT 


[To accompany H.R. 12536] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H.R. 12536) 
relating to the treatment of charges for local advertising for purposes 
of determining the manufacturers sale price, having met, after full and 
free conference, have agreed to recommend and do recommend to their 
respective Houses as follows: 

That the House recede from its disagreement to the amendments 
of the Senate numbered 1 and 3 and agree to the same. 


Amendment numbered 2: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 2, and agree to the same with an amendment, 
as follows: 

In lieu of the matter proposed to be inserted by the Senate amend- 
ment insert the following: 

Sec. 5. (a) The Iron Workers’ Mid-America Pension Fund, which 
was established by an indenture executed on January 30, 1957, as a 
result of an agreement between various locals affiliated with the Inter- 
national Association of Bridge, Structural, and Ornamental Iron 
Workers and three employer associations, and which has been held by the 
Internal Revenue Service to constitute a qualified trust under section 
401 (a) of the Internal Revenue Code of 1954, and to be exempt from taxa- 
tion under section 501(a) of such Code, for years ending on or after 
December 17, 1958, shall be held and considered to have been a qualified 
trust under such section 401(a), and to have been exempt from taxation 
under such section 501 (a), for the period beginning on January 30, 1957, 
and ending on December 16, 1958, but only if it 1s shown to the satisfac- 
tion of the Secretary of the Treasury or his delegate that the trust has not 


57006 





2 RELATING TO LOCAL ADVERTISING CHARGES 


an this period been operated in a manner which would jeopardize the 
interests of its beneficiaries. 

(6) The Pattern Makers’ Pension Trust Fund of Chicago, which was 
established by an agreement and declaration executed on April 28, 1958, 
between the Pattern Makers’ League of North America, Chicago Asso- 
ciation, and the Pattern Manufacturers’ Association of Chicago and 
Vicinity, and which has been held by the Internal Revenue Service to 
constitute a qualified trust under section 401 (a) of the Internal Revenue 
Code of 1954, and to be exempt from taxation under section 501(a) of 
such Code, for years ending on or after February 25, 1959, shall be held 
and considered to have been a qualified trust under such section 401 (a), 
and to have been exempt from taxation under such section 501 (a), for the 

eriod beginning on Apri 28, 1958, and ending on February 24, 1959, 
ut only vf it ts shown to the satisfaction of the Secretary of the Treasury 
or his delegate that the trust has not in this period been operated in a 
manner which would jeopardize the interests of its beneficiaries. 

(c) The Pipe and Refrigeration Fitters Local 5387 Pension Fund of 
Boston, Massachusetts, which was created on September 1, 1955, as a 
result of an agreement between Local 537 of the United Association of 
Pipe Fitters and Refrigeration Fitters and the Heating, Piping, and Air 
Conditioning Contractors, Boston Association (now known as Mechanical 
Contractors Association of Boston), and which has been held by the 
Internal Revenue Service to constitute a qualified trust under section 
401(a) of the Internal Revenue Code of 1954, and to be exempt from 
taxation under section 501 (a) of such Code, for years ending on or after 
November 10, 1959, shall be held and considered to have been a qualified 
trust under such section 401(a), and to have been exempt from taxation 
under such section 501 (a), for the period beginning on March 1, 1956, and 
ending on November 9, 1959, but only if it is shown to the satisfaction of 
the Secretary of the Treasury or his delegate that the trust has not in this 

eriod been operated in a manner which would jeopardize the interests of 
ats beneficiarnes. 

(d) The Annuity Plan of the Electrical Switchboard and Panelboard 
Manufacturing Industry of New York City, which was created May 16, 
1956, as a result of an agreement between Local Union Numbered 3, 
International Brotherhood y Electrical Workers, American Federation 
of Labor and Congress of Industrial Organizations, and the Electrical 

anufacturers of New York, Incorporated, and which has been held 
by the Internal Revenue Service to constitute a qualified trust under section 
401 (a) of the Internal Revenue Code of 1954, and to be exempt from taz- 
ation under section 501(a) of such Code, shall be held and considered to 
have been a qualified trust under such section 401(a), and to have been 
exempt from taxation under such section 501(a), for the period beginning 
May 16, 1956, and ending May 22, 1957, but only if it is shown to the 
satisfaction of the Secretary of the Treasury or his delegate that the trust 
has not in this period been operated in a manner which would jeopardize 
the interests of its beneficiaries. 

(e) The District Council No. 19 Welfare Fund, now known as Painters 
District Council No. 19 Welfare and Pension Fund, which was first 
created as of May 1, 1947, as a result of an agreement between Painters 
District Council No. 19, Brotherhood of Painters, Decorators and Paper- 
hangers of America, of the State of New Jersey and painting contractors 
signatory to the union agreement, and which has been held by the Internal 
Revenue Service to constitute a qualified trust under section 401 (a) of the 
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Internal Revenue Code of 1954, and to be exempt from taxation under 
section 501(a) of such Code, shall be held and considered to have been a 
qualified trust under such section 401(a), and to have been exempt from 
taxation under such section 501 (a) and under section 165(a) of the 
Internal Revenue Code of 1939, for the period beginning January 1, 1954, 
and ending August 6, 1956, but only vf it 1s shown to the satisfaction of 
the Secretary of the Treasury or his delegate that the trust has not in this 
period been operated in a manner which would jeopardize the interests of 
ats beneficiarres. 

(f) The Local Union Numbered 377 Pension Fund, which was created 
October 13, 1952, as a result of an agreement between Local Union Num- 
bered 377, Brotherhood of Painters, Decorators and Paperhangers of 
America, of the State of New Jersey and Painting and Decorating Con- 
tractors of America, Hudson County Employers Chapter, and which has 
been held by the Internal Revenue Service to constitute a qualified trust 
under section 401(a) of the Internal Revenue Code of 1954, and to be 
exempt from taxation under section 501(a) of such Code, shall be held 
and considered to have been a qualified trust under such section 401 (a), 
and to have been exempt from taxation under such section 501(a) and un- 
der section 165(a) of the Internal Revenue Code of 1939, for the period 
beginning October 13, 1952, and ending April 1, 1958, but only if it is 
shown to the satisfaction of the Secretary of the Treasury or his delegate 
that the trust has not in this period been operated in a manner which 
would jeopardize the interests of its beneficiaries. 

And the Senate agree to the same. 

W. D. MIt3s, 

Aime J. Foranp, 

Ceci, R. Kine, 

Noan M. Mason, 

JoHn W. Byrnes, 
Managers on the Part of the House. 

Harry F. Byrp, 

Rost. S. Kerr, 

J. ALLEN FReEarR, Jr., 

Russet B. Lona, 

By Harry F. Byrp, 

JOHN J. WILLIAMS, 

Frank CARLSON, 
Managers on the Part of the Senate. 








STATEMENT OF THE MANAGERS ON THE PART OF THE 
HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H.R. 12536) relating to the treatment of charges for local 
advertising for purposes of determining the manufacturers sale price, 
submit the following statement in explanation of the effect of the 
action agreed upon by the conferees and recommended in the accom- 
panying conference report: 


ELECTION AS TO BASE FOR DETERMINING PERCENTAGE DEPLETION 
DEDUCTION IN THE CASE OF MINERALS USED IN MAKING CEMENT 


Amendment No. 1: To determine the percentage depletion allow- 
ance under present law, it is necessary to multiply the percentage rate 
applicable to the particular mineral by the value of the mineral at the 
point at which the mining process ends. This point is referred to as 
the ‘‘cutoff point.” In the case of many mineral industries, this cutoff 
point has been the subject of uncertainty and litigation. Included in 
this group is the cement industry. 

In order to resolve the cutoff question for 1961 and future years, 
Congress in the Public Debt and Tax Rate Extension Act of 1960 
modified section 613(c) of the Internal Revenue Code of 1954. As 
amended, this statutory provision established specific cutoff points 
for numerous minerals, including those used in the manufacture of 
cement. This cutoff point for cement-producing minerals (except for 
preheating of the kiln feed) occurs just prior to the introduction of the 
kiln feed into the kiln. This cutoff point is derived from a ruling 
published by the Treasury Department in 1953. 

Although the recent legislation determines the cutoff point for the 
cement industry for future years, it does not settle this question for 
any open years prior to 1961. Senate amendment No. 1 permits 
taxpayers mining minerals used in making cement to elect to apply, 
for the years prior to 1961, the cutoff provisions adopted in the Public 
Debt and Tax Rate Extension Act of 1960. If a taxpayer fails to 
make the election, the cutoff point in his case for these years would 
be determined under existing law. 

Under the amendment, if the taxpayer makes the election, it will 
apply to all of his mineral properties used in making cement and, in 
general, to all of his taxable years beginning before 1961 which are 
open on the date of the enactment of the bill. However, the makin 
of the election resolves only the point at which the cutoff occurs an 
does not deal with any other matters which may be in issue, such as 
the method of computing the gross income at that point. The 
election must be made by the taxpayer on or before the date which 
is 60 days after the date of the publication of final regulations on this 
provision. Once made, the election is irrevocable. 

The House recedes. 
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INCOME TAX EXEMPTION AND DEDUCTIONS FOR CERTAIN PENSION 
PLANS 


Amendment No. 2: Under present law, a pension trust is qualified 
for income tax exemption only if it meets certain requirements relat- 
ing to coverage of employees and nondiscrimination of contributions 
or benefits. Where the pension trust is properly qualified, not only 
is it exempt from Federal taxation with respect to its income, but 
contributions paid to it by an employer on behalf of his employees 
are deductible for Federal income tax purposes. Senate amendment 
No. 2 provides that certain pension trusts shall be deemed to con- 
stitute qualified trusts, and to be exempt from tax, under the Federal 
income tax laws for the period of time specified in the amendment 
with respect to each such trust. The trusts are as follows: 

(1) The Iron Workers’ Mid-America Pension Fund. 

(2) The Pattern Makers’ Pension Trust Fund of Chicago. 

(3) The Pipe and Refrigeration Fitters Local 537 Pension 
Fund of Boston, Mass. 

(4) The Annuity Plan of the Electrical Switchboard and Panel- 
board Manufacturing Industry of New York City. 

(5) The District Council No. 19 Welfare Fund, now known as 
Painters District Council No. 19 Welfare and Pension Fund. 

The Local Union No. 377 Pension Fund. 

Under the conference agreement, the House recedes with an amend- 
ment under which each trust specified in the Senate amendment is 
to be deemed to constitute a qualified trust (and be exempt from tax) 
for the period specified in the Senate amendment, but only if it is 
shown to the satisfaction of the Secretary of the Treasury or his 
delegate that the trust has not in this period been operated in a 
manner which would jeopardize the interests of its beneficiaries. 


LIMITATION ON ACCELERATION OF ACCRUAL OF TAXES 
Amendment No. 3: This amendment adds a new subsection (d) 
section 461 of the Internal Revenue Code of 1954 (relating to gene a 
rule for taxable year of deduction). Paragraph (1) of the new sub- 
section (d) provides the general rule that, in the case of a taxpayer 
whose taxable income is computed under an accrual method of 
accounting, to the extent that the time for accruing taxes is earlier 
than it would be but for any action of any taxing jurisdiction taken 
after December 31, 1960, then, under regulations prescribed by the 
Secretary of the Treasury or his delegate, such taxes are to be treated 
as accruing at the time they would have accrued but for such action 

by such taxing jurisdiction. 

Paragraph (2) of the new subsection (d) provides that, under reg- 
ulations prescribed by the Secretary of the Treasury or his delegate, 
paragraph (1) is to be inapplicable to the extent that its application 
would (but for such par. (2)) prevent all persons (including successors 
in interest) from ever taking such item into account. 

Amendment No. 3 also provides that the new section 461(d) is to 
apply to taxable years ending after December 31, 1960. In this 
respect it is to be noted that the rule of law that a tax liability is 
accruable on a certain date such as the assessment or lien date has 
developed over a long period of years through court decisions and is a 
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basic concept which the Internal Revenue Service has recognized in 
numerous rulings. Several States in recent years have changed this 
accrual date from January 1 to December 31 in order to provide an 
extra accrual date for State taxes. This amendment, which would be 
effective for years after 1960 and thus put the States and taxpayers 
on proper notice, would change the law to provide for only one accrual 
for State taxes in any one taxable year where the State legislature has 
changed the accrual date, and would thus eliminate the additional 
deduction available under existing law. This legislation is prospective 
so that taxpayers who have acted in good faith in taking such deduc- 
tions in the past under existing law will be treated uniformly and not 
be subjected to retroactive action on the part of the Treasury Depart- 
ment. 
The House recedes, 

W. D. Mitts, 

AimE J. Foranp, 

Cecit R. Kina, 

Noau M. Mason, 

Joun W. Byrnes, 

Managers on the Part of the House. 


O 
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Avaust 30, 1960.—Ordered to be printed 


Mr. Mis, from the committee of conference, submitted the following 


CONFERENCE REPORT 


[To accompany H.R. 10960] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H.R. 10960) to 
amend section 5701 of the Internal Revenue Code of 1954 with respect 
to the excise tax upon cigars, having met, after full and free confer- 
ence, have agreed to rec ommend and do recommend to their respective 
Houses as follows: 

That the Senate recede from its amendment numbered 2. 

That the House recede from its disagreement to the amendment of 
the Senate numbered 1 and agree to the same. 


Amendment numbered 3: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 3, and agree to the same with an amendment 
as follows: 

On page 3 of the Senate engrossed amendments, line 17, strike out 
“Sec. 5” and insert Sec. 4; and the Senate agree to the same. 

Amendment numbered 4: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 4, and agree to the same with an amendment 
as follows: 

On page 9 of the Senate engrossed amendments, line 5, strike out 
“Sec. 6” and insert Szc. 6; and the Senate agree to the same. 


Amendment numbered 5: 
That the House recede from its disagreement to the amendment of 


the Senate numbered 5, and agree to the same with the following 
amendments: 


On page 11 of the Senate engrossed amendments, line 2, strike out 
“Src. 7” and insert the following: Szc. 6 
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On page 11 of the Senate engrossed amendments, line 12, strike out 
“marle” and insert the following: marl 

On page 11 of the Senate en rrossed amendments, strike out lines 
16, 17, and 18, and insert the follow’ ing: 

““(6) Lanp Usep 1n Faruinea.—For purposes of subsection (a), the 
term ‘land used in farming’ means land used (before or simultaneously 
with the expenditures described in subsection (a)) by the taxpayer or his 
tenant for the production of crops, fruits, or other agricultural products or 
for the sustenance of livestock. 

And the Senate agree to the same. 


Amendment numbered 6: 


That the House recede from its disagreement to the amendment 
of the Senate numbered 6, and agree to the same with an amendment 
as follows: 

On page 12 of the Senate or amendments, line 20, strike 
out “Sxc. 8” and insert Szc. - and the Senate agree to the same. 


Amendment numbered 7: 


That the House recede from its disagreement to the amendment 
of the Senate numbered 7, and agree to the same with an amendment 
as follows: 

On page 15 of the Senate engrossed amendments, line 18, strike 
out ‘Sec. 9” and insert Sec. 8; and the Senate agree to the same. 


Amendment numbered 8: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 8, and agree to the same with an amendment as 


follows 
On page 17 of the Senate engrossed amendments, line 7, strike out 
“Sec. 10” and insert Sec. 9; and the Senate agree to the same. 


Amendment numbered 9: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 9, and agree to the same with an amendment as 
follows: 

On page 18 of the Senate engrossed amendments, line 5, strike out 
“Src. 11” and insert Sec. 10; and the Senate agree to the same. 


Amendment numbered 10: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 10, and agree to the same with an amendment 
as follows: 

In lieu of the matter proposed to be inserted by the Senate amend- 
ment insert the following: 

Sec. 11. The Pension “Fund, Plumbers’ Local Union Numbered 775, 
which was created May 1, 1957, as a result of an agreement between 
Plumbers’ Local Union Numbered 775, of Suffolk County, New York, 
affiliated with the United Association of Journeymen and Apprentices 
of the Plumbing and Pipe Fitting Industry of the United States and 
Canada, and the Suffolk County Plumbing and Heating Contractors Asso- 
ciation, Inc., and which has been held by the Internal Revenue Service 
to constitute a qualified trust under section 401 (a) of the Internal Revenue 
Code of 1954, and to be exempt from taxation under section 501(a) of 
such Code, shall be held and considered to have been a qualified trust under 
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such section 401(a), and to have been exempt from taxation under such 

section 501 (a), for the period beginning May 1, 1957, and ending May 11, 

1959, but only tf it is shown to the satisfaction of the Secretary of the 

Treasury or his delegate that the trust has not in this period been operated 

in a manner which would jeopardize the interests of its beneficiaries. 
And the Senate agree to the same. 


That the House recede from its disagreement to the amendment of 
the Senate to the title of the bill and agree to the same. 
W. D. Mitts, 
Aime J. Foranp, 
Crcit R. Kine, 
Noa M. Mason, 
JoHN W. Byrnes, 
Managers on the Part of the House. 
Harry F. Byrp, 
Rost. S. Kerr, 
J. ALLEN FREaR, Jr., 
Russetut B. Lona, 
By Harry F. Byrp, 
JOHN J. WILLIAMS, 
FraNK CARLSON, 
Managers on the Part of the Senate. 


69017°—60 H. Rept., 86-2, vol. 7——-20 





STATEMENT OF THE MANAGERS ON THE PART OF THE 
HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H.R. 10960) to amend section 5701 of the Internal Revenue 
Code of 1954 with respect to the excise tax upon cigars, submit the 
following statement in explanation of the effect of the action agreed 
upon by the conferees and recommended in the accompanying con- 
ference report: 


CERTAIN DIVIDENDS FROM FOREIGN CORPORATIONS 


Amendment No. 1: This amendment adds a new section to the 
bill as passed by the House which amends section 243 of the Internal 
Revenue Code of 1954 by adding a new subsection (d). Under the 
new subsection (d), the 85-percent intercorporate dividends received 
deduction is to apply with respect to dividends paid by a foreign cor- 
poration out of its earnings and profits if such earnings and profits 
were accumulated by a predecessor domestic corporation which was 
subject to the income tax under chapter 1 of the 1954 Code (or corre- 
sponding provisions of prior law). The new section of the bill also 
contains a technical amendment to section 861 (a) (2) of the 1954 Code. 
These amendments apply to dividends received after December 31, 
1959, in taxable years ending after such date. 

This new section added by Senate amendment No. 1 is substantially 
the same as H.R. 12036 as passed by the House. 

The House recedes. 


DEFINITION OF BUSINESS LEASE 


Amendment No. 2: Senate amendment No. 2 would add a new 
=— to the bill, relating to exceptions to the definition of business 
ease. 

The new section would add a sentence at the end of section 
514(b)(3)(A). This sentence provides that a lease to a medical clinic 
by a scientific organization engaged in medical research of premises 
adjacent to those occupied by such scientific organization shall be 
considered a lease entered into primarily for purposes substantially 
related to the organization’s exempt purposes and functions (and 
thus shall not be considered a business lease), if the treatment of 
patients of the medical clinic, their medical histories, and donated 
services of doctors of the medical clinic are utilized by the scientific 
organization for medical research purposes. 

he Senate recedes. 
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PROVISIONS RELATING TO POSSESSIONS OF THE UNITED STATES 


Amendment No. 3: This amendment adds a new section 5 to the 
bill, relating to limitation on reduction in income tax liability incurred 
to the Virgin Islands and to the estate and gift tax treatment of certain 
citizen residents of possessions. Except as noted below (and except 
for technical clarifying amendments), the text of Senate amendment 
No. 3 is the same as H.R. 5547, as passed by the House. 

Both H.R. 5547 and the Senate amendment, with two exceptions, 
provide that tax liability incurred to the Virgin Islands pursuant to 
the income tax provisions equivalent to those of the United States, 
as made applicable in the Virgin Islands by the Naval Appropriations 
Act, approved July 12, 1921, or pursuant to section 28(a) of the 
Revised Organic Act of the Virgin Islands, is not to be reduced or 
remitted in any way, directly or indirectly, whether by grant, subsidy, 
or other similar payment, by any law enacted in the Virgin Islands. 

The first exception relates to United States and Virgin Islands 
corporations and, in general, provides that subsidies can be paid to 
these corporations under much the same conditions as those under 
which income tax exemptions are presently available in the case of 
US. senna carrying on a trade or business in most other U.S. 
possessions (sec. 931 of the code). The second exception relates to 
citizens of the United States (both those who are citizens by reason 
of the special act of Congress relating to the possession, and those who 
are citizens by reason of birth in the continental United States, 
naturalization, etc.) who are bona fide residents of the Vi irgin Islands 
and permits the granting of subsidies in much the same manner as 
bona fide residents of Puerto Rico may claim an exemption from U.S. 
income tax with respect to their income derived from sources within 
Puerto Rico (sec. 933 of the code). With respect to this second 
exception, the Senate amendment contains a provision (not in the 
House bill) under which gain or loss from the sale or exchange of any 
security (as defined in section 165(g)(2) of the code) shall not be 
treated as derived from sources within the Virgin Islands. 

Both H.R. 5547 and the Senate amendment provide (in effect) that 
U.S. citizens who are residents of a possession, and whose citizenship 
is derived from citizenship of that possession, are to be subject to 
the estate and gift tax imposed by the United States, in general, to 
the same extent as in the case of nonresidents not citizens of the 
United States. 

The effect of this, in the case of the estate tax, is to impose the 
U.S. estate tax with respect to the portion of the gross estate of these 
citizens of U.S. possessions who are residents of the possessions at 
the time of their death, only with respect to that part of their gross 
estate which at the time of their death is situated in the United States. 
The effeet, in the case of the gift tax, is that one of these citizens and 
residents of a U.S. possession at the time he makes a gift will be subject 
to the gift tax if, but only if, the property transferred is situated 
within the United States. For this purpose stock issued by a cor- 
poration is considered property situated within the United States only 
in the case of domestic corporations, but the making of a gift of stock 
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of a domestic corporation, or any other intangible property with a 
situs within the United States is subject to the gift tax only if the 
donor resident of the possession is engaged in business in the United 
States at any time during the year in which the gift of the stock is 
made. 

The House recedes with a clerical amendment. 


MODIFICATION OF FILING REQUIREMENTS FOR DECLARATIONS OF 
ESTIMATED TAX BY INDIVIDUALS 


Amendment No. 4: Senate amendment No. 4 adds a new section 
to the bill, relating to requirement of declaration of estimated tax by 
individuals. 

Present law (sec. 6015 of the code) provides that, for an individual 
with no more than $100 of gross income from sources other than wages 
or salaries, a declaration is required if his gross income is expected to 
be more than $5,000; however, no declaration is required by a married 
person if the gross income of the married person and his spouse is ex- 
pected to be not more than $10,000 (nor from a head of a household 
or a surviving spouse if his gross income is expected to be not more 
than $10,000). For an individual with more than $100 of income not 
subject to withholding, a declaration is required if his gross income 
from all sources is expected to be more than $600 per exemption plus 
$400. 

Under Senate amendment No. 4, section 6015(a) is amended so as 
to (1) provide that no declaration is to be required if the estimated 
tax can reasonably be expected to be less than $40, (2) eliminate the 


gross income test of $400 plus $600 times the number of exemptions, 
and (3) increase from $100 to $200 the minimum gross income which 
can reasonably be expected to be received from sources other than 
wages without becoming liable to file a declaration. 

The House recedes with a clerical amendment. 


EXPENDITURES BY FARMERS FOR FERTILIZER 


Amendment No. 5: This amendment adds a new section to the bill 
as passed by the House which adds a new section 180 to the Internal 
Revenue Code of 1954. Under the new section 180 a taxpayer en- 
gaged in the business of farming may elect to treat as expenses which 
are not chargeable to capital account expenditures (otherwise charge- 
able to capital account) which are paid or incurred by him during 
the taxable year for the purchase or acquisition of fertilizer, lime, 
ground limestone, marl, or other materials to enrich, neutralize, or 
condition land used in farming, or for the application of such ma- 
terials to such land. The expenditures so treated are to be allowed 
as a deduction. For this purpose, ‘land used in farming’? means 
land used (before or simultaneously with the expenditures described 
in the preceding sentence) by the taxpayer or his tenant for the 
production of crops, fruits, or other agricultural products or for the 
sustenance of livestock. 

The House recedes with clerical amendments and with a technical 
amendment clarifying the definition of the term “land used in farming”’. 
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CHARITABLE CONTRIBUTIONS FOR CERTAIN STUDENTS MAINTAINED IN 
TAXPAYER'S HOME 


Amendment No. 6: This amendment adds a new section to the bill 
as passed by the House amending section 170 of the Internal Revenue 
Code of 1954 (relating to charitable contributions and gifts). Sub- 
section (a)(1) of the new section of the bill amends section 170(c) of 
the 1954 Code so as to include within the definition of ‘‘charitable 
contribution” amounts treated as paid under the new subsection (d) 
(described below) for the use of organizations described in section 
170(c) (2), (3), or (4), ie., religious, charitable, scientific, literary, 
educational, veterans, fraternal, etc., organizations. 

Subsection (a)(2) of the new section of the bill inserts a new sub- 
section (d) in section 170 of the 1954 Code and redesignates the present 
subsections (d) and (e) as (e) and (f), respectively. Under paragraph 
(1) of the new subsection (d), amounts paid by a taxpayer to maintain 
an individual (other than a dependent or a relative) as a member of 
his household during the period that the individual is a full-time stu- 
dent in the 12th or any lower grade at an educational institution 
located in the United States and is a member of the taxpayer’s house- 
hoid under a written agreement between the taxpayer and an organiza- 
tion described in paragraph (2), (3), or (4) of section 170(c) of the 
1954 Code to implement a program of the organization to provide 
educational opportunities for students in private homes, are to be 
treated as amounts paid for the use of the organization (and thus will 
be treated as charitable contributions). 

Paragraph (2) of the new subsection (d) contains two limitations 
on the amounts paid within the taxable year to which paragraph (1) 
applies. First, the amounts to which paragraph (1) applies are 
limited, for each taxable year, to an amount equal to $50 times the 
number of calendar months during the taxable year which fall within 
the period in which the student is a member of the taxpayer’s house- 
hold under the agreement described above. Second, paragraph (1) 
does not apply to any amount paid by the taxpayer within the tax- 
able year if the taxpayer receives any money or other property as 
compensation or reimbursement for maintaining the student in his 
household during such period. 

Under the Senate amendment these new provisions apply with 
respect to taxable years beginning after December 31, 1959. 

The House recedes with a clerical amendment. 


CAPITAL CONTRIBUTIONS TO FEDERAL NATIONAL MORTGAGE ASSOCIATION 


= 


Amendment No. 7: This amendment inserts in section 162 of the 
Internal Revenue Code of 1954 (relating to trade or business expenses) 
a new subsection (d), relating to capital contributions to the Federal 
National Mortgage Association. The new subsection provides that, 
for purposes of subtitle A of the 1954 Code, whenever the amount of 
capital contributions evidenced by a share of stock issued pursuant to 
section 303(c) of the Federal National Mortgage Association Charter 
Act exceeds the fair market value of the stock as of the issue date of 
such stock, the initial holder of the stock is to treat the excess as ordi- 
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nary and necessary expenses paid or incurred during the taxable year 
in carrying on a trade or business. 

Amendment No. 7 also amends the 1954 Code to insert a new sec- 
tion 1054 in the provisions of such code relating to special rules as to 
the basis of property. The new section 1054 provides that, in the 
case of any share of stock described above, the basis of such share in 
the hands of the initial holder is to be an amount equal to the capital 
contributions evidenced by such share, reduced by the amount (if any) 
required by the new section 162(d) to be treated (with respect to such 
share) as ordinary and necessary expenses paid or incurred in carry- 
ing on a trade or business. 

These amendments are to apply with respect to taxable years be- 
ginning after December 31, 1959. 

The substance of this amendment is the same as the substance of 
H.R. 7885, which passed the House of Representatives on June 27, 
1960. 

The House recedes with a clerical amendment. 


MECHANICAL LIGHTERS FOR CIGARETTES, CIGARS, AND PIPES 


Amendment No. 8: Section 4201 of the Internal Revenue Code of 
1954 (relating to tax on pens and mechanical pencils and lighters) 
imposes, upon the sale by the manufacturer, producer, or importer 
of mechanical lighters for cigarettes, cigars, and pipes, a tax equal to 
10 percent of the price for which so sold. 

This amendment provides that the tax on the sale by the manu- 
facturer, producer, or importer of the mechanical lighters described 
above is to be 10 cents for each lighter but not more than 10 percent 
of the price for which so sold. 

This change in tax is to apply only with respect to articles sold by 
the manufacturer, producer, or importer thereof on or after the first 
day of the first month which begins more than 10 days after the date 
of the enactment of this act. 

The House recedes with a clerical amendment. 


REAL ESTATE INVESTMENT TRUSTS 


Amendment No. 9: This amendment amends the Internal Revenue 
Code of 1954 to provide substantially the same tax treatment for real 
estate investment trusts as present law provides for regulated invest- 
ment companies. Real estate trusts are organizations specializing in 
investments in real estate and real estate mortgages, while the regu- 
lated investment companies specialize in investments in stock and 
securities. 

Under present law, regulated investment companies which distribute 
90 percent or more of their ordinary income are taxed only on their 
retained earnings. Thus, the distributed earnings are taxed only to 
the shareholders. This same general type of tax treatment is accorded 
by amendment No. 9 to real estate investment trusts, effective with 
respect to taxable vears of real estate investment trusts beginning after 
December 31, 1960. 

The substance of this amendment is the same as the substance of 
H.R. 12559, which passed the House of Representatives on June 29, 
1960. 

The House recedes with a clerical amendment. 
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PENSION FUND, PLUMBERS LOCAL UNION NUMBERED 1775 


Amendment No. 10: This amendment adds a new section to the 
bill as passed by the House which provides that the pension fund, 
Plumbers’ Local Union No. 775, shall be held and considered to have 
been a qualified trust under section 401(a) of the Internal Revenue 
Code of 1954, and to have been exempt from taxation under section 
501(a) of such code, for the period beginning May 1, 1957, and ending 
May 11, 1959. 

The House recedes with an amendment. Under the conference 
agreement, the trust is to be deemed to constitute a qualified trust 
(and to be exempt from tax) for the period specified, but only if it is 
shown to the satisfaction of the Secretary of the Treasury or his dele- 
gate that the trust has not in this period been operated in a manner 
which would jeopardize the interests of its beneficiaries. 

W. D. Mit1s, 

Aime J, FoRAND, 

Ceci R. KIna, 

Noau M. Mason, 

JoHN W. ByRNEs, 
Managers on the Part of the House. 


O 





